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PREFACE TO THE TENTH EDITION 


The changes in this tenth edition, which appears after an 
interval of almost four years, although not so numerous or so 
important as in the preceding edition, are nevertheless of some 
significance. Advantage has been taken of the opportunity to 
bring the discussion of the literature throughout down to date 
and to call attention to the most recent development of the 
different problems. This applies especially to the chapt(^rs on 
double taxation, on the inheritance tax, and on the taxation of 
corporations. Various minor errors and misprints have also 
been corrected. 

Edwin R. A. Seligman. 

Columbia University, 

May, 1925, 


FROM THE PREFACE TO THE NINTH 
EDITION 

The well-nigh nine years that have elapsed since the last 
complete rewriting of this book have witnessed not only the 
Great War but important changes in state and local taxation 
here and abroad. Advantage has therefore been taken of this 
edition not only to bring the various chapters down to date but 
to add five new chapters, three of which are directly the out- 
come of the war discussion. In order to make room for these, 
the three chapters devoted to American Reports on Taxation 
have been compressed into one, although continued down to 
date. In the body of the book an attempt has been made 
to take account not only of the changes in legislation, but also 
of the recent discussions in fiscal science. 

E. R. A. S. 


Columbia University, 
Augmt, 1921, 
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PREFACE 


FROM THE PREFACE TO THE EIGHTH 
EDITION 

This book was originally published in 1895, and the favor 
with which it was received has rendered necessary a new edition 
every two or three years. Owing partly to the pressure of other 
occupations and partly to a shrinking fi‘om the ai'duous labor 
which would have been required to la^ep the presentation up to 
date, these successive editions contained but slight changes. 
Now however, after the lapse of almost eighteen years, the 
progress of the world, both in fiscal facts and in economic theory, 
has been so marked as to render any further delay impossible 
if the book is to remain a half-way satisfactory interpretation of 
actual conditions. 

I therefore determined to subject the volume to a careful 
revision and, where necessary, t-o rewrite entire sections or even 
chapters. Moreovei*, in the interval, not a few of my addresses 
and articles on germane topics have appeared ; and it seemed 
opportune to incorporate a selection from these into the book, 
even at the risk of some inevitable repetition in a few pages 
here and there. As a C()nsequen(*e, the thirteen chaptei*s of the 
earlier editions have grown to twenty-one ; and this together 
with the additions to th(' remainder of the work has resulted in a 
volume of almost double the size of the original. To a large 
extent, therefore, the present edition may be regarded as a sub- 
stantially new work. 

E. R. A. S. 

Columbia University, New York, 

March, 1913. 
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ESSAYS IN TAXATION 


CHAPTER I 

THE DEVELOPMENT OF TAXATION 

To the citizen of the modern state, taxation, however dis- 
agreeable it may be, seems natural. It is difficult to realize 
that it is essentially a recent growth and that it marks a com- 
paratively late stage in the development of public revenue; 
it is more difficult to realize that each age has its own sys- 
tem of public revenue, and that the taxes of to-day are different 
from those of former times; it is still more difficult to perceive 
that our ideals of justice in taxation change with the alteration 
in social conditions. Not only the actual forms of taxation, 
but the theories of taxation as well, vary with the economic 
basis of society. Fiscal conditions are always an outcome of 
economic relations. This is true even where the direct influence 
of political causes is traceable, for political changes are in 
the last resort dependent on economic changes. Finance and 
economics are inextricably intertwined. Like all the facts of 
social life, taxation itself is only an historical category, 

I. Voluntary and Compulsory Payments 

At the beginning of history there is no such thing as a state. 
Whether we accept Hobbes^ theory of the helium omnium con-- 
tra omnesj or the more modern clan theory of the origin of society, 
there is no public household, because there are no recognized 
public needs. But even in the original man there are pos- 
sibilities of social development. Man, as Aristotle tells us, is a 
social and political animal. Centuries of hard experience 
strengthen the social instinct and contribute to form primitive 
society, until finally a real political life emerges. 

Gradually from either physical, ethical or religious causes 
a leader evolves. The oldest or the wisest or the bravest — 
at all events, the one possessed of some peculiar character- 
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istic — becomes the leader of the horde, the clan or the tribe. 
He acts as the great priest, great judge or great warrior, often 
combining all three qualities. There are no financial needs, 
because the only consideration is that of defence; and every 
man contributes to the defence in his own person. The leader 
himself subsists on the booty of war. 

But with the growth of society and the expansion of the 
clan into the larger community, the public needs develop. 
Administration begins. Roads, bridges and fortifications are 
constructed, and the prince or king must now not only maintain 
order, but must be assured of a revenue to' support his house- 
hold and to distribute favors to his retinue. All his followers, 
being roughly equal, now support him by gifts, whether of labor 
or of property. In all primitive societies voluntary offerings 
constitute the first form of common contributions, and every 
man feels the necessity of upholding the political and military 
organization by his own personal efforts. 

The king’s needs now increase. They are chiefly personal 
needs, except in so far as expenditures are made for the pur- 
poses of internal peace and external defence. But in order to 
ensure his position, the king endeavors to secure his revenues 
elsewhere. He develops the subsidies and tributes of the allied 
and conquered nations, and amasses treasure filched from abroad. 
Part of this he distributes among his followers; part he retains 
to increase his own possessions. The private property of the 
king differentiates itself from the public property, which was 
originally common to all. The monarch now increases his 
revenues and domains tiirough the acquisition of lucrative 
prerogatives of all kinds. Certain activities come to be looked 
upon as within his peculiar province. The king’s peace must 
be kept — any infraction must be paid for in fines and penalties; 
not only crimes, but torts, have their public side. Nobody can 
harm an individual without breaking the king’s peace, and 
having to pay for it. Commerce begins, and weights and 
measures and money are needed. The royal rights of coinage 
arise; and as the kingship becomes stronger, the rights of 
escheat, of wreck, of confiscation develop, until finally the 
various royal prerogatives bring in a substantial revenue. 

Voluntary pa3nnents have in the meantime ceased. As 
society advances, what was at the outset freely given comes 
to be paid by the individual from a sense of moral obligation. 
But with the weakness of human nature, in the face of a diver- 
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sity of interests, even the feeling of duty soon fails to produce 
an adequate revenue. The moral obligation slowly becomes a 
legal obligation, keeping pace with the crystallization of social 
usage and custom into primitive law; the voluntary offerings 
become compulsory contributions. But the compulsory con- 
tributions are still largely personal services, connected with 
the common security. Such was the early mediaeval trinoda 
necessitas, the liability to military service, to watch and ward, 
and to the repair of the bridges and fortifications. The first 
forced contribution .of the individual to the maintenance of the 
common welfare is always seen in this rude attempt to assess 
every one according to his ability to bear the common burden — 
his faculty. This faculty consists in the enforced participation 
in the administration. But there is not yet any idea of taxation 
of property. The contribution is personal, and is limited to a 
few well-defined objects. The individuars faculty is found in 
his i)erson, not in his property, Ijecausc there is practically no 
private property. And the contributions are, for the most part, 
not regular, but spasmodic. 

As civilization gradually advances, private property develops, 
and the primitive equality slowly disappears. The interchange 
of commodities takes place on a larger scale. The old revenues 
are no longer adequate, and it becomes necessary for the mon- 
arch to supplement them by broadening the field of these 
compulsory contributions of service. In other words, the need 
of taxation arises. But a direct tax is still out of the question. 
Public opinion will not yet admit its necessity. The taxation 
of property is scarce!}^ less impossible than the taxation of the 
person. It is regarded as a badge of disgrace for the freeman — 
a nota captivitatis, as the Romans at first called it — because 
only conquered enemies have to pay this arbitrary impost. 
The king, therefore, must endeavor to effect his object cov- 
ertly. He must go to work in a roundabout way, and hide 
the tax in a variety of disguises. He either gradually extends 
his lucrative prerogatives, or alleges that the charges are sim- 
ple returns for governmental services. He grants protection 
or privileges to individuals, and requires some payment in 
return. Thus begins the period of fees and charges, which the 
individuals are willing to pay and which gradually reconcile 
the public to the idea of governmental charges. 

Before long, however, the monarch feels able to throw off all 
disguises, and limits the amount of his exactions only by the de- 
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gree of his rapacity. Thus the fees and tolls change into taxes 
on exchange and transportation; thus the people becomo ac- 
customed to the customs thus the ''evil duties "'and the ex- 
cises grow apace; thus the payments become veritable "imposi- 
tions.’^ In other words, the community enters upon the stage 
of indirect taxation. 

This explains why it is so difficult for the idea of direct tax- 
ation to force its way into popular favor. The earliest mani- 
festations of the taxing power are generally merciless and bru- 
tal. They are apt to react on the public consciousness and 
to stunt the growth of any feeling of obligation. It is not un- 
til public morality has so far developed as to introduce more 
lenient and more refined processes of indirect taxation that 
we discover a growing willingness on the part of the individual 
to pay direct taxes. Another reason for the later appearance 
of direct taxation is that the indirect taxes are often paid with- 
out the contributors being really conscious of it. They are 
jealous of their own and not public-spirited. They are willing 
to give only that the loss of which they do not feel. But what- 
ever be the reason, it is clear that when this final stage — pos- 
sible only after centuries of laborious and continued exertion — 
has been reached, we enter upon a new phase in the history of 
finance. The readiness to share in the public burdens out of 
one’s property presupposes a far higher social ethics and a far 
more complex society than was possible in the simple condi- 
tions when every one was willing to take part in the defence of 
the village or the repair of the roads. Interests have now be- 
come specialized. It needs a far greater sense of civic obliga- 
tion to submit cheerfully to direct property taxation than was 
necessary in primitive times for the putting forth of mere per- 
sonal exertions. Even to-day the full import of this obligation 
is only inadequately grasped. Until within a few years it was 
deemed necessary to base the theoretical justification of tax- 
ation on fanciful doctrines of contract, of protection and the 
like. And even at the present time, those who cheerfully seek 
to contribute their share to the common burden form the ex- 
ception, not the rule. But even the imperfect recognition of 
this duty implies a highly developed political consciousness. 
The method of taxing every one according to his property is 
the first rough attempt of a property-owning community (as 
over against a primitive community) to assess each member 
according to his relative ability. The introduction of the direct 
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property tax is a vast step forward in the development of social 
ethics. 

This historical process is well illustrated by etymology. If 
we look at the various terms applied to what we to-day call a 
tax, we shall find every shade of the“development reflected not 
only in the words used in former centuries, but in those still 
employed to-day. There are no less than seven different stages 
in this etymological growth. 

The original idea was tha t of gift^- The individual made a 
present to the governmenfT^We see this in the mediaeval Latin 
tev mjdonum and in the English henej^en^, which was used far 
into the middle ages. The seconSTstage was reached when the 
government humbly implored or prayed the people for support. 
This is the meaning of the Lati n precarj jmj used for many cen- 
turies on the continent, as weirSs^T the German Bede (from 
beteUy to pray). The Landbede was the term applied to the land 
tax in the German states until quite recently. With the third 
stage we come to the idea of assistance to tlie st^^^ The in- 
dividual felt that, if not making a gift, he was at least doing the 
government a favor. This idea is expressed in the Latin ad-^ 
juiorium^ the and the Jrpn jyhich 

one time used for all kinds of taxes. The same idea is discernible 
in the English subsidy and contribution. It has survived in the 
German term'Tonc^tax, Stencf^sTcuern, to help), and in the 
Scandinavian hjelp. In France contribution is even to-day com- 
monly used as synonymous with tax. 

The fourth stage of development brings out the idea of sacri- 
fice by the individual in the interest of the state. He now sur- 
renders something for the public good. This is seen in the old 
French gabelle^ in the modem German AbgabCy and in the 
familiar Italian dazio. In each case the citizen gives or sacrifices 
something. With the fifth stage the feeling of obligation devel- 
ops in the taxpayer. The English duty was not originally 
restricted to its present narrow meaning in the United States. 
Here it is usually applied to import taxes and sometimes to the 
internal revenue taxes. But even to-day in England the term 
includes some of the most important so-called direct taxes, like 
the inheritance tax and the income tax. It is not until the sixth 
stage is reached that we meet the idea of compulsion on the 
part of the state. We see this in our impost or imposition, as 
well as in the French impot and the Italian imposta. Although 
we limit the term to a certain kind of tax, the French use it 
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as the generic epithet par excellence. The same idea is seen in 
the German Aiiflage (something ''laid on'') and Aufschlag 
(something "clapped on"), frequently used at present for cer- 
tain indirect charges on commodities. 

With the seventh and final stage we reach the idea of a rate 
or assessment, fixed or estimated by the government without 
any reference to the volition of the taxpayer. We see this in 
the medieval English scot (to be "at scot and lot"), which is 
nothing but the German Sclioss or the Scandinavian skatl. It 
is seen in the German Schdtmng (or estimate), which was used 
until about a century ago. Above all, it is recognized in our 
tax {iaxare^ to fix, to estimate), the French taxe, the Italian 
tassa and the English rate. It is worthy of note that in the mid- 
dle ages "tax" always meant a direct tax, for wliich a regular 
assessment list or schedule was made. 

II. Direct versus Indirect Taxation 

With the introduction of direct taxation, the progressive in- 
crease of public revenues becomes far easier. This is fortunate, 
for with the advance of civilization the public expenditures 
grow apace. For a long time, as we have seen, almost the only 
aims of government are security and defence. But as economic 
conditions develop and various classes of society differentiate, 
more attention must be paid to matters of general welfare. 
Expenditures for commerce, industry and transportation arise. 
The need is felt for better roads, for more canals, for improved 
methods of communication through the postal service. Then 
the less material ends of government are recognized. Education 
must be provided, hospitals and asylums must be erected, and 
the sanitary conditions must be looked after. Finally comes 
the immense growth of the modern state, with its new func- 
tions due partly to the industrial revolution, partly to the 
growth of democracy, partly to the recognition in legislation 
of the preventive as against the repressive principle. These 
new functions mean fresh expenditures; and these expenditures 
mean increased taxes. Thus the characteristic mark of the 
modern age is taxation as against the more or less self-sufficing 
public economy of former times. 

Direct taxation, as we have seen, generally forms the last 
step in the historical development of public revenues. At 
first regarded entirely as an extraordinary means of support, 
it gradually assumes tlie character of an ordinary form of 
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revenue. In the early days of chissic antiquity the direct tax 
was used only in very exceptional exigencies and was, in fact, 
regarded as a compulsory loan, to be repaid in the future. It 
was not until after the establishment of the Roman Empire, 
for instance, that the regular direct taxation of Roman citizens 
began. And the same process may be observed throughout the 
history of many mediaeval states down to the most recent 
period of European and American history. 

In some cases, however, this historical process assumes a 
slightly diff(‘rent form. It depends entirely on the economic 
conditions and on the relative importance of the various social 
classes. For instance, it is incontrovertible that certain kinds 
of indire(;t payments always (*.omc first, as has been explained 
above. But when the people understand that indirect charges 
on commodities incrc^asci their price and thus form veritable 
taxes, it sometimes hapx)ens that more opposition is shown to 
indirect than to direct taxation. In such cases direct taxes 
furnish the ordinary revenue, and it is only after a severe 
struggle tliat indirect taxes are introduced. 

This process can ])e clearly traced in the history of mediaeval 
and modern revenue. In democratic communities, where the 
legislation is infliumced by the mass of the people, we commonly 
discern a tendency to oppose indirect taxes on consumption. 
In the early mediaeval towns the democratic instincts were 
strong, because of the more equal distribution of property. 
We accordingly find that the revenue system was based largely 
on direct payments, and that the populace rebelled against 
indirect imposts. But on the continent, where aristocratic 
influences gradually became powerful enough to break down 
the communal liberty and democracy, the mass of the people 
were ground down by taxes on the necessaries of life, while the 
wealthier or governing classes practically escaped. When the 
democratic upheaval took place, as in the Italian towns, we 
find an attempt to reintroduce the old order of things and to 
reach the wealthy by a system of direct taxes. But with the 
downfall of the mediseval democracy, the property and income 
taxes disappeared, while the octroi and municipal indirect taxes 
again came to the front. Only in England, where the democratic 
instincts maintained themselves somewhat more strongly, and 
where the power of the aristocracy was held in check by a 
strong monarchy, do we find continued opposition to the general 
excises and to local taxes on the necessaries of life. It was with 
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the greatest difficulty that the excise system was introduced. 
And the same feeling was awakened under similar conditions 
on the other side of the Atlantic, when Hamilton initiated his 
system of indirect taxation or internal revenue in the federal 
fiscal system of the United States. “The time will come,'’ 
said one of the members of Congress in 1790, “when the poor 
man will not be able to wash his shirt without paying a tax." 
With the iidvent of the modern democratic state, we notice the 
same tendency. Indirect taxes, says Lassalle, are taxes on 
labor. Hence the efforts of modern democracy in England, 
in Switzerland and in America to confine indirect taxes on 
consumption and exchange within the narrowest limits. 

On the other hand, there is a counter-tendency which has 
frequently been overlooked. Curious as it may seem, indirect 
taxes were advocated in the later middle ages as the means of 
introducing not inequality, but equality, of taxation. This 
was owing to the fact that the privileged classes on the con- 
tinent had succeeded in securing virtual immunity from taxa- 
tion. The nobles were largely exempted from the land tax, 
while the clergy and the wealthier citizens in general were able 
to a large degree to purchase freedom from the tax burdens. 
What was more natural than that the statesmen and tax re- 
formers should attempt to make them pay something through 
taxes on their expenditure, which they could not well escape? 
Their plan, it is true, no longer took the shape simply of taxes 
on the necessaries of life; it was now expanded into the single 
tax on all expense which would reach the rich as well as the poor. 
This was the idea of Colbert; and it has been the idea from the 
time of Hobbes and Petty of all enthusiasts for indirect taxa- 
tion in England, and of many writers in Germany, in France 
and in Italy. To-day we are clamoring for the abolition of in- 
direct taxation; formerly the reformers clamored for a single 
universal indirect tax. The explanation, as we see, is simple. 

But this does not yet answer the question why excise taxes 
were actually introduced into England, as elsewhere, in the 
seventeenth century. The fact is that tax reformers cannot 
do much good if economic conditions are not ripe for their pro- 
posals. It must be confessed that according to the experience 
of history most reforms, in finance at least, are due to selfish 
reasons; they are the necessary outcome of changes in economic 
relations and of the efforts of each class, whether it be the small 
or the large class, to gain some advantage for itself. The classic 
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home of the excise tax or indirect tax on business and trade 
is Holland. It is well known that Holland, during the sixteenth 
and seventeenth centuries, had become the leading financial 
and trading nation of Europe. In the other countries wealth 
was still centered in the landed interests, and the whole system 
of taxation was largely dominated by feudal aristocratic ideas. 
The direct taxes were land taxes, because wealth consisted 
chiefly of land; but the landed proprietors sought to escape the 
burden by assessing real property as low as possible and by put- 
ting taxes on the necessaries of life of the poorer classes. In 
Holland, on the other hand, wealth was now largely centered 
in the moneyed interest. The great traders and merchants did 
not relish any direct taxation of trading capital, and therefore 
devised a system of indirect taxation of business which would, 
as they thought and hoped, be shifted to the community in 
general, and to the poorer classes in particular. Thus developed 
the stamp taxes, the excise taxes, and the whole host of indirect 
taxes for which Holland was noted. 

The seventeenth century marks the rise of the trading class 
in England; “the glorious revolution’’ was a revolution not so 
much of the people as of what the Socialists love to call the 
“bourgeois.” Puritanism and commercialism went hand in 
hand,i and the downfall of the Stuarts not only put an end to 
feudalism, but weakened the fiscal ascendency of the land- 
owner — an ascendency to which another serious blow was given 
by the abolition of the Com Laws, and whose final overthrow in 
England, as elsewhere, is fast approaching. The indirect taxes 
of the seventeenth century were thus the outgrowth of the effort 
on the part of the commercial classes to escape the burdens 
which the landowners were desirous of placing on them. The 
selfish designs of the capitalists and the unselfish ideas of the 
tax reformers went hand in hand to widen the scope of indirect 
taxes. And as the trading class developed in the other coun- 
tries, the system of excise spread with it.^ It was not until the 

^ This aspect of Puritanism has more recently been studied in detail by 
Professor Max Weber in a series of suggestive articles “ Die protestantische 
Ethik und der * Geist ^ des Kapitalismus ” in the Archiv fur SociaUvisscn- 
schaft und Sozialpolitik, vols. xx and xxi (1905). 

» A word may be said, in passing, about our present attitude toward indi- 
rect taxes. There is a prodigious amount of cant on this topic. Many 
thinkers are apt to make common cause with the socialists and the single- 
taxers in demanding the complete abolition of the so-called indirect taxes. 
This is a mistake. There is nothing inherently bad about an indirect tax, 
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democratic movement of the nineteenth century, when the sys- 
tem of excises was recognized as a burden on the poorer classes, 
that the number of commodities subject to excise was gradually 
reduced. 

III. The Forms of Direct Taxation 

We have seen the economic relations which condition the 
interworking of direc^t and indirect taxation. Let us now cn- 
de^avor to learn how these economic (Conditions affect the 
growth of direct taxation itself. 

In primitive society, there is a certain rough eciuality in the 
personal status and the personal abilities of the individual. 
Hence the idea of the poll or (capitation tax, which is the first 
rude manifestation of the equities of taxation. The members 
of a club to-day pay equal dues, because their interests arc 
supposed to be equal. Club life does not cover the wh(de of 
human activity, but only a very small portion of it. So, in the 
same way, as long as economic conditions are primitive, the 
social obligations of the members of iho. clan or the state are 
conceived to ])e equal. But as the social conscience develops, 
more stress is laid on other elements of ability to pay than on 
mere number. Not only do men differ in wstrccngth, in mental 
vigor and in opportunities, but ineciuality of })ossessions grows 
greater. And with diffcnmces in property, the old feeding of 
equal obligation weakens. The ])oll tax luccomc's unjust and 
is gradually abolished. A certain phase of this primitive feeling 
sometimes persists for a long time, especially in democracies 
where political equality is still based on the fiction, of econcraic 
equality. We find poll tax(cs as adjuncts to other taxes long 
after the justification of a single poll tax lias disaj^peared. But 
it has now assumed a political signifi(^ance, as in Switzerland, 
and in some of the American conmionwealths, where its pay- 
ment is made a condition of the suffrage. Even this tends 
to become a farce to the extent that the payment of the tax is 

nor is there anything inherently good about a direct tax. It depends en- 
tirely upon what kind of direct or indii-ect tax it is. A direct tax on the 
laborer is not, necessarily good because it is direct; an indirect tax on the 
luxury of the.rich is not necessarily bad because it is indirect. It happens, 
indeed, that most of the indirect taxes of the past have been devise^ by 
the powerful in order that their burden might fall on the weak; but it is by 
no means impossible to frame a system of taxes on consumption which will 
supplement other taxes and do substantial justice to all. The elaboration 
of this point must be reserved for another place. 



THE DEVELOPMENT OF TAXATION 


11 


assumed by the political parties. The economic basis of the 
poll tax has entirely vanished and it tends to be replaced by the 
property tax. 

The first property taxes are entirely in harmony with the 
facts of early industrial life. It is a matter of common knowl- 
edge that the early period of almost every civilization is 
marked by two chief facts, the preponderance of agriculture 
and the existence of slavery. As Rodbertus has pointed out,^ 
this leads to a fundamental distinction between ancient and 
modern economic theories. In modern civilization we have 
not only a quantitative division in wealth, but also a qualitative 
difference. That is, not only are there rich and poor, but there 
are landowners, capitalists, employers and laborers. In early civ- 
ilization there was a quantitative but no qualitative distinction 
in wealth. Property consisted chiefly of land and the land- 
OATOcr^s household, including slaves and beasts of burden. There 
was no important capital — (jr at all events, no industrial capi- 
tal—apart from this landed property, and hence there were 
no distinct shares in distribution. But Rodbertus errs in 
predicating of (ireece in general and designating by the Greek 
name an economic, system which is characteristic of all early 
civilizations. It was as true of the slave-holding states in the 
American Union, and of the mcalia^val manorial system, as it 
was of the early TIellcmc dvilization. Wherever we find only 
agriculture and slavery, there wc have this inseparable mass 
of collective })roperty, not yet split up into its constituent parts. 

The importance' of this for finance .^les here: since we have 
only this general collective property, and since this property 
consists practically of land and the means to till the land, the 
direct property tax must take the shape either of the land tax 
or of the tax on the cattle or slaves or implements used in 
agriculture. These are practically tantamount to each other. 
For the produce of tAVO given portions of land will vary about 
in proportion to the value of the land, together with the amount 
of slaves and cattle necessary to till it. Everywhere at first, 
therefore, the direct property tax is found to be either the land 
tax or the tax on agricultural capital.^ It is the only practi- 

' '‘Untcrsuchungen auf dem Gebiete der National ykonomie des klas- 
sischen Alterthuins,'’ in Hildebrand’s Jahrbuchcr fur N ationalokonomie und 
Statistik, iv., p. 343 et scq. 

‘ 2 In some of the early mediaeval tax systems, these were specifically 
termed cattle and land taxes. So the Vieh-und Klauensieuer in Germany. 
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cable and the only just form of taxation at this early period. 
It is, however, important to notice that the property which 
is now taxed is not so much property in land as property in the 
produce of land. Whether we have the primitive village com- 
munity or only the system of common cultivation, the earliest 
private property consists of the produce of the soil. The first 
attempt, therefore, to take account of the gradations in the 
tax-paying ability of the individual is seen in the tax on gross 
produce — the tithe or any other portion of the produce, or 
on mere quantity of the land irrespective of value. Since land 
itself is not private property, since land is not bought or sold, 
the faculty of the taxpayer can be measured not by the value of 
the land, but by the value of its produce, which is in some 
proportion to the quantity of the land. Moreover, in early 
agriculture, where tilling is extensive and where expenses of 
cultivation vary but little, the tax on gross produce is a fairly 
accurate test of ability to pay. 

With the advance in population and the necessity of more 
intensive agricultural methods, owing to the decay of the primi- 
tive communal system and the growth of private property in 
land, it becomes possible to measure the productivity of land 
in terms of property. Thus the land taxes of this newer stage 
of culture are property taxes, even though the value of the 
property is fixed sometimes according to selling value, some- 
times according to arbitrary estimates of quality. But where 
the survivals of primitive conditions are strong, the value is 
still measured in terms of yield or produce, either actual or 
computed. In the early middle ages, for instance, land taxes 
were not based directly on the selling value, because, although 
land was private property, it was not bought or sold. The 
lands had rental value, but no selling value, and the tax was 
assessed not so much on the market value as on the produce of 
land. Wlien the American colonies were founded, private 
property in land was well established and the land taxes there 
very soon became property taxes, although we not infrequently 
find examples of the taxation of gross produce rather than of 
property.^ With the progress of cultivation and the advance 
in population, the tax on gross produce is supplanted by the 
property tax on market value. 

^ For details see the article on “Income Taxes in the American Colonies,” 
Political Science Quarterly^ vol. x. (1895), pp. 233, 234. This is reprinted in 
Seligman, The Income Tax, 1911, part ii, chap. i. 
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But now comes a change in the forms of economic life — a 
change that inevitably produces an effect on the public con- 
science and on the accepted ideas of justice. In the first place, 
with increasing prosperity we find a gradual increase in the 
simpler kinds of personal property. The landowner’s family 
gradually accumulates money, clothing, and luxuries. If the 
general property tax is still to continue a fair evidence of in- 
dividual ability to pay, personal property must be taken up into 
the assessment lists. And this, in fact, everywhere occurs. 
Not only the real estate, but also the growing personal estate, 
is now regarded. At first this personalty will (consist of tangible, 
visible objects not easily concealed, and constituting a fair 
index of the citizen’s prosperity. The existence of this scanty 
stock of personalty will, however, still be in harmony with 
the early economic system. It is still the landowner who owns 
the personal property, and it is fitting that there should still be 
only the general property tax. The economic system has not yet 
materially altered. 

The next change, however, inaugurates a widely different 
stage. The primitive family group or manorial system decays. 
Slavery is gradually broken down by manumission or abolition. 
The commercial instinct grows stronger, and trade is no longer 
limited to the interchange of superfluities between adjacent 
households. What Aristotle decries as the gainful pursuits 
become common occupations. Capital develops and free 
laborers appear. The original undifferentiated mass of property 
splits up into separate parts. The landlord is no longer the 
property lord. Personal property, in the shape both of pro- 
ductive capital and of unproductive wealth, increases at a con- 
tinually accelerating ratio. Finally, as in our modem indus- 
trial system, the movables outrank the immovables. Realty 
is completely overshadowed by personalty, in both extent and 
influence. 

Now begins the contest between the landed and the moneyed 
interest, between rent and profit. The landowners in medi- 
aeval times, like the farmers in our own time, vainly attempt to 
expand the original property tax so as to include all these new 
forms of property. The capitalist and moneyed class either 
seek to shift the burden by devising the indirect tax of which 
we have spoken above, or they attempt to escape the burden 
entirely through evasion or through lax administration of the 
property tax. Where the differences in wealth become striking 
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and the lower classes are politically powerless, the landed propri- 
etors and the traders combine to throw the burden on the 
agricultural laborers and the urban artisans, although they 
may still struggle between themselves as to the division of the 
remainder of the burden. Where aristocratic conditions prevail 
less strongly, as in America up to the present time, the laborer 
fares better, but the contest between the farmer and the city 
resident assumes a more acute form. The history of modem 
taxation is largely the history of these class antagonisms. 

IV. Changes in the Basis of Taxation 

In the meantime the test or standard of individual ability 
has itself undergone a change. With the growing differentiation 
of society, the productive powers of the various classes them- 
selves differ. Moreover, there are now many forms of earnings 
which are derived not from property, but from industry. And 
since it is difficult to capitalize industry, it is the product of the 
industry which now becomes of importance. But there is a 
decided difference between this new system of taxes on product, 
and the original system whi(;h preceded the first property tax. 
In the original system the tax was on gross produce or on mere 
quantity of land. The land tax was either the tithe or some 
definite part of the estimated produce. Now the tax is on net 
produce. Allowance is made for expenses of cultivation. Two 
pieces of land may yield the same amount, and yet the outlay 
in the one case may have l)een considerably more than the other. 
To take net, instead of gross, product marks another step for- 
ward in the evolution of the idea of ability to pay. In a state 
of complete mobility of capital and labor, it perhaps makes no 
difference whether we take the market value or the net product 
of a piece of property; for the selling price of property tends to 
equal the capitalized value of the revenue derived therefrom. 
But in actual life, where we often find limitations to this absolute 
mobility, there may be a divergence between the capitalized 
value of the produce and the actual value of the property. 
Thus we find almost everywhere a movement to replace the 
property tax by a system of taxes on net product — on the 
product of land, of capital, of business, of labor, etc. This was 
the stage reached in Europe toward the end of the eighteenth 
and the beginning of the nineteenth century. 

Relatively good as this system was, it was soon seen not to 
be entirely satisfactory. It failed to respond to modem eco- 
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nomic conditions. It looked at the produce of the source of 
industry, rather than at the recipient of the earnings; it was a 
tax on things, rather than on persons; it abstracted from the 
personal situation of the taxpayer; it made no allowance for 
indebtedness. Just as the tax on gross produce was^defectj^e 
because it paid no attention to expenses of cultivation, so the 
tax on net produce, while in itself an improvement, was never- 
theless faulty because it paid no attention to what may be 
called the personal expenses of cultivation, i.e. the interest o^ 
indebtedness. 

Thus it is that in recent decades the tendency has arisen to 
substitute personal taxes for the older real taxes, and to assess 
the individual rather than the thing; or, stating it in simpler 
language, to put revenue or income in the place of proceeds or 
earnings as the test of taxation. Just as a man’s ability to 
support himself or his family is seen in his income or revenue, 
so, in the same way, it is recognized that the test of a man’s 
ability to support the state is to be found in this same income 
or revenue. From the modern point of view, it is the duty of 
the citizen to support the government according to his (*apacity 
to support himself. Income or revenue may not, indeed, be an 
ideal test; ^ for there is no absolute test which can exactly gauge 
all the varying personal circumstances of each individual. 
But it is the best workable test that governments can secure, 
and it is in harmony with the test imposed on the individual 
by the force of social opinion in regard to his duty to his own 
family. For this reason modern states are everywhere changing 
their revenue systems, so that the taxes shall correspond, as 
nearly as possible, to the revenues of the citizens. But pre- 
cisely because the income tax is a personal rather than an im- 
personal tax or a tax on things, it involves administrative difficul- 
ties and presupposes an advanced stage of social morality and 
political probity. Where this stage has not yet been reached, it 
may be tetter to continue the system of taxes on product which 
form a very rough approximation to the revenue of the tax- 
payer, than to attempt a system of income taxes which strive to 
reach the revenue more closely. Furthermore, as we shall see in 
a subsequent chapter, there are certain considerations which 
militate against the exclusive adoption of individual faculty as 
the all-controlling norm of taxation. But whatever may be the 
' For some of the difficulties connected with the theory of the income 
tax see Seligman, The Income TaXy 1911, Introduction, §4, et seq. 
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momentary demand of expediency, or the influence of counter- 
vailing considerations, the line of development is evident, and 
the ultimate result must necessarily harmonize with the facts 
of economic and social relations. 

Let us test the theory of development as laid down in the 
above pages by a reference to the history of taxation in America. 
It is well known that the primitive revenues of the colonies were 
composed largely of voluntary payments, of subsidies or allow- 
ances from abroad, of quit-rents, and of occasional fees and 
fines of early justice. But it has usually been overlooked that 
when the voluntary offerings turned into compulsory contribu- 
tions, the tax systems in the various colonies were quite different. 

The New England colonies were democratic communities 
where almost every one owned some land, and where the dis- 
tribution of property was fairly equal. We therefore find as 
a characteristic mark of New England, in addition to the primi- 
tive poll tax, the tax on the gross produce of land either actual 
or computed according to the quantity or quality of the land. 
This slowly grew into a real property tax, which soon expanded 
into what was nominally a general property tax. And this itself 
was supplemented by a tax on town artisans and others who 
subsisted on the produce not of their property, but of their 
exertions. To the property tax was now added the ^Taculty ” 
tfxx} 

In the Southern colonies, which were aristocratic in their 
economic substratum, the land tax played an insignificant r61e, 
because the large landowners naturally objected to bearing the 
burdens. After the introduction of slavery it became difficult to 
retain even the poll tax, wliich when laid on slaves is practically 
a property tax on the slave owner. Hence we see a system of 
indirect taxes, mainly on exports and imports, falling with 
special weight on the poorer consumers. 

Finally, in the middle colonies, above all in New Netherlands, 
the conditions were neither democratic nor aristocratic. There 
was no such approach to equal distribution of wealth as in New 
England, and no such preponderance of the landed interest as in 
Virginia. We find the dominance of the moneyed interest or of 
the trading classes, who brought with them Dutch instincts 
and Dutch methods. Accordingly, there was no system of poll 
and property taxes as in New England, and no system of in- 

1 For details as to the American ** faculty taxes, see Seligman, The In^ 
come TaXj 2d ed., 1914, pp. 367 et seq. 
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direct taxes on exports and imports as in Virginia. The funda- 
mental characteristic of this system was the introduction of the 
excise system or indirect taxation of trade, which was borrowed 
from Holland, just as we find the excise system introduced from 
Holland into England and the other European countries during 
the seventeenth century. Each section, therefore, had a fiscal 
system more or less in harmony with its economic conditions. 
It was not until these conditions changed during the eighteenth 
century that the fiscal systems began somewhat to approach 
each other; and it was not until much later that we find through- 
out the country a general property tax based not on the produce, 
but on the market value, of the property. 

The same divergence of economic conditions explains what 
is to-day the most marked distinction in the United States 
between the fiscal systems of the North, the South and the West. 
In the Southern states up to the civil war, the interests of the 
large landed proprietors were still dominant. Under the federal 
constitution, it was impossible for them to levy import or ex- 
port duties. For a time, therefore, land, as the only source of 
wealth, had to defray the public charges. In the absence of in- 
dustrial centres, there was little opportunity for taxation of 
personal property. As the need of increased revenues was felt, 
the landed interests attempted to secure this revenue from the 
few ordinary occupations carried on outside of the farms and 
estates. In other words, the license or privilege system was 
established, which levied a fixed charge on well-nigh every 
occupation. It was not until after the middle of the century 
that the general property tax was introduced; but even to-day 
the license or privilege taxes yield a large share of the public 
revenue. 

In the Northern states, on the other hand, where the business 
interests were more powerful, the license or privilege system never 
attained such a firm foothold. But with the breakdown of the 
general property tax, the attempt of the general public to secure 
a taxation of the moneyed interests has taken the form of taxa- 
tion of corporations and of capital. There are plainly visible 
the beginnings of a system of taxation of net product. Finally, 
in the Western states, where the economic conditions are as 
yet more primitive, there have been only sporadic attempts to 
alter the general property tax, which there is still to a great ex- 
tent a tax on real estate. But with the gradual unification of 
economic conditions, which is slowly taking place throughout 
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the entire country, we may expect that the systems of taxation 
will become more nearly uniform, imtil the results of modern 
industrial and democratic development will finally appear here, 
as they are appearing in other parts of the world. The recent 
attempt to introduce a federal income tax, however defective 
the measure may have been, is a significant evidence of the trend. 
That this attempt will ultimately be followed by others, not 
necessarily precisely similar, but yet indicative of the same 
general movement, is by no means improbable. 

From the above survey one fact stands out prominently. 
Amid the clashing of divergent interests, and the endeavor of 
each social class to roll off the burden of taxation on some other 
class, we discern the slow and laborious growth of standards of 
justice in taxation, and the attempt on the part of the commu- 
nity as a whole to realize this justice. The history of finance, 
in other words, shows from one point of view, at least, the evolu- 
tion of the principle of faculty or ability in taxation — the prin- 
ciple that each individual should be held to help the state in 
proportion to his ability to help himself. In the earliest indirect 
payments there was no idea of (Hpiity, but only of force. But 
with the advance of civilization and social ethics, we reach the 
first stage of rude equality in the poll tax. Step by step the 
revenue system advanced to successively higher planes. Ex- 
penditure, property, product — each of these in turn was con- 
sidered the test of individual capacity and obligation toward 
the state; until finally in modern times revenue or income has 
come to be regarded as the most eciuitable and the most practi(^a- 
ble measure of individual and social faculty. To arrange a 
system of taxation a large part of which at least shall, on the 
whole, correspond as closely as possible to the net revenues of 
individuals, and which shall take into account the variations 
in tax-paying ability, has thus become a demand of modern 
civilization. But unless this system is in harmony with the 
external structure and the internal conditions of modem eco- 
nomic life, it is foredoomed to failure. If the history of taxation 
teaches any one lesson, it is that all social and moral advance 
is the result of a slow process and that while fiscal systems are 
continually modified by the working out of ethical ideals, these 
ideals themselves depend for their realization upon the economic 
forces which are continually transforming the face of human 
society. 
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THE GENERAL PROPERTY TAX 

There is perhaps no single feature of our modern tax system 
that is commonly thought to be more thoroughly American 
than the general property tax. The proportional taxation of 
all property is held to be the result of an instinctive feeling 
original to and thoroughly ingrained in the minds of the Ameri- 
can people. And yet it may be said that few institutions have 
evoked of late more angry protests and more earnest dissatis- 
faction than this very tax. The reason is plain. As long as 
prosperity was general and the public expenses were small, 
taxation was light and its burden was scar(!ely felt. But during 
the last few decades, with the complicated demands of modem 
civilization, public expenditures, both local and national, have 
increased to such an extent as to exert a sensible pressure on the 
population. The problems of public! revenue have been pushed 
to the front. The expressions of discontent with various phases 
of the financial system lijive become numerous and loud. But 
for the most part the discussion has been superficial and the 
conclusions reached have been inadequate. 

The opponents of the general property tax have confined 
themselves to a portrayal of its practical shortcomings. No 
one has hitherto attempted to give the deeper reasons why 
the property tax is unsuited to the present generation, or to 
discuss the subject in its wider relations to the science of finance. 
It is proposed in this chapter to show that the property tax 
is by no means original to America, but that it has gone through 
precisely the same evolution in many other places. It is further 
proposed t o prove that the property tax is as destitute of theoret- 
ical justification as it is defective in its practical application. 
And it is proposed, finally, in subsequent chapters, to discuss 
the reforms of our direct taxation— some of them partly com- 
pleted, some projected, and some hitherto neglected. 

I. Practical Defects 

The defects of the general property tax may be treated under 
five heads. ^ 

^ In a monograph by t he present writer entitled Finance Statistics of the 
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1. Lack of uniformii'ijy or inequality of assessment. The 
property tax with us is an apportioned, not a percentage tax. 
According to the latter method, the tax would be levied on the 
individual by means of a fixed percentage of all property. 
According to the actual method, the total amount to be raised 
by the state is first ascertained and is then apportioned to the 
various subdivisions according to the appraised valuation in 
each. The final rate of taxation throughout a state is ob- 
tained by adding the local tax to the state tax. The rate of 
taxation ought therefore to vary only with the local needs, 
and would indeed so vary if property were everywhere assessed 
uniformly. As an actual fact, however, this is far from being 
the case. In most of the commonwealths the tax laws provide 
for the assessment of property at its “fair ciish value.” And in 
all the states it is expected that the valuation shall everywhere 
be made at a uniform rate. Yet it is a notorious fact that in 
scarcely any two contiguous counties is the property — even the 
real estate — appraised in the same manner or at the same rate. 
In regard to the manner, it frequently happens that corporation 
property, e.g, the roadbed of a railway, is assessed in one county 
at an immense sum per mile and is treated in the adjacent 
county like a piece of grazing land.^ In regard to the rate, 
the assessors follow the practice sanctioned by local usage, or 
decide by mere caprice. The oflficial reports abound with com- 

American Commonioealths (Publications of the American Statistical Asso- 
ciation, Dec. 1889) may be found a large number of citations from the com- 
monwealth financial reports for the preceding year. The reader is referred 
to that publication for the verification of statements for which no special 
authority is adduced in these pages. See especially pp. 401-417. Many 
facts and figures may also be found in Ely, Taxation in American States 
and CitieSy 1887. See also, for some striking statistics, T. G. Shearman, 
Taxation of Personal Propertpy impracticahley unequal and unjust, 1895. 

For the two decades that have elapsed since this chapter was originally 
written, facts in abundance testifying to the defects of the general property 
tax will be found in most of the official state reports on taxation. See chap. 
XX, below. Cf also the valuable articles and addresses in the (thirteen) 
Proceedings of the Conferences on Taxation under the Auspices of The Nor 
tional Tax Association, 1907-1920 (Columbus, 1908. New York, 1921). 
See especially the “Report of the Committee on Causes of Failure of 
Generd Property Tax^’ in the Fourth Conference, Columbus, 1911, pp. 299- 
310. At the second conference the name was changed to International 
Tax Association, but at the fifth conference the original name was resumed. 

* In New York, for example, two adjoining counties made a difference of 
$24,000 per mile in assessing the same railroad. Other counties varied 
$20,000 per mile. Report of the Slate Assessors, 1879, p. 19. 
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plaints or open confessions that property is assessed all the 
way from par to one twenty-fifth of the actual value. In one 
county the proi)erty is listed at its full worth; in the next county 
the assessment does not exceed a tithe of its value. ^ That 
this is a glaring infraction of the fundamental rule of equality 
in taxation is apparent. As between counties it leads to under- 
valuations which give an entirely fallacious view of the public 
resources; as l>etween individuals it results hi gross injustice. 
A tax rate of a given amount on one may be double, quintuple, 
or decaiple the nominally c;(piivalent tax on another. The first 
constitutional injunction — that of uniformity of taxation — 
is flagrantly violated. Assc^ssors are compelled openly to dis- 
regard their oaths, or to incur certain defeat at the next elec- 
tion.^ There is no '[)reten(x^ of complying with the law. 

An ('s(ia])(' from tla^se evils has bet'n sought in the creation 
of state boards of ecjiialization. A minib(‘r of commonwealths ^ 
attem])te(l to correct the undervaluation of the county officials 
by giving a stat(‘ board power to ali(‘r the valuations (or in 
sonu^ cas(‘s, as Nebraska, th(^ i-aX(‘s) in the hope of securing 
uniformity. In a. hav stat(\s, lik(> New York, Ohio, Tennessee, 
Ihixli and Wyoming, the power ('xtinded only to tlH‘ (equaliza- 
tion of rc'al estate assixssimaits. In sonu' (‘ases, the board might 
chang<‘ thf' valuation of classes of projx'rty sc'parately, and in 
still f(‘W('r instanc(\‘<, like OoniKadicut , Indiana, Main(‘, New 
Hampsliirc' and South ( ’arolina., the* assessment of minor dis- 
tricts. But in most cas(‘s its function was confimed to the equali- 
zation of county assi'ssments, while county boards de alt with the 
assessnnmts of local districts, and ordinarily also hail power of 
nwiew over the assessments of individuals.^ In several cases, 

AJirnfiial Report of the Auditor, 1S80, p. 4. In Illinois the range was 
from 100 to 5%. Report of tJie Revenue Coniininsion of Illinois, 1886, p. ii, 

^ Report of itw Assessof's of jYeir York, 1SS(», p. 20. In one (iase an asses- 
sor assert(‘fl that it would ho iK’ciissary to .s\v<'ar the merchant. 44ie latter 
answeoMl: “If you swear me, I’ll vot(“ against- you next tinu^.’' West Vir- 
ginia Tax Coinmission, PreJinuininj Report, 1881, f). 18. 

^ State boards of (Hpialization are found almost- from the bc^ginning in 
the New England state's, sj)reading gradually to the Wc'stern and, after 
the (dvil War, to th(^ Sout-hc'rii states. By 1000 they were found in over 
twenty States, by 1012 in thirty two-states, and by 1021, if we imdude 
tax commissions with pow('r of eejualization, in over forty states. A ski'tch 
of the history will be found in IT. L. Lutz, The State Tax Cormnission, 1018, 
pp. ItKld. r/. S. T. TIowe, “The Central (kintrol of the Valuation of Tax- 
able Subjt'(‘>t-s” in Readj asttneiUs in, Taxation published by the American 
Academy of Political and Social Science, 1915, pp. 112-130. 
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county assessments, while county boards deal with the assess- 
ments of local districts, and ordinarily also have power of re- 
view over the assessments of individuals.^ In several cases, 
while these may raise, they may not reduce, the aggregate as 
returned by the local assessors; in other cases their power ex- 
tends only to real estate; in still other cases they may raise or 
lower the assessment of separate classes of property as well. 

The efforts of both state and county boards, however, have 
been very imperfectly successful. The composition of the boards 
is such as to render any comprehensive scrutiny of the county 
returns almost imjwssible. Even were the boards to be ideally 
constituted, the local jealousies and bickerings would still con- 
tinue to prevent aii}^ just distribution of the burdens.^ The 
officials themselves confess that such distribution cannot be 
secured under the present system. Boards of equalization 
are thus at best mere makeshifts, — clumsy attempts to accom- 
plish the impossible. As it has been drastically put: ‘‘A people 
cannot prosper whose officers either work or tell lies. There 
is not an assessment roll now made out in this state that does 
not both tell and work lies.’^^ As long as this is true, boards 
of equalization arc of little avail. 

2. Lack of universality^ or failure to reach personal property. 
This defect although the most flagrant, perhaps requires the 

^ County boards of equalization exist in most, of the st at (‘s, ('veri when 
state boards are unknown, llius in Delaware, Florida, Marylanrl, Missis- 
sippi; Nevada and Texas there were in 1012 county boards, but no state 
boards. On the other hand, in Connecticut, Maine, New Hampshire and 
W(\st Virginia there were state boards but no county boards. Finally in' 
Ctiorgia, Louisiana, Miissachusetts, Vennont and Virginia, then* were 
neither state nor county boards. For details see the (!ensus report Taxa- 
lion and Revenue Sxjstenis of State and Local (rovernments. The subsequent 
decennial report appeared in a inon^ convcnic'iit form as IHged. of State 
Laws relating to Taxation and Reimiue. Washington, 1924. 

2 “The strife between counties to reduce assessments has not ce^ised and 
in all probability will not, as long as tussessors are elected, or selfishness be 
a passion in the liuman breast.’^ Report of the California State Board of 
Equalization^ 1885 and 1886, p. 4. 

® “No board of officials, however diligent or however conversant they 
may be with th(i subject, can make an equalization which to themselves will 
be absolutely satisfactory.'' Annual Report of State Assessors of New Yorkf 
1887, p. ii. From ocean to ocean the same complaint is found. 

* M. I. Townsend, in Proceedings and Debates of the Constitutional Con- 
vention of New Yorky 1867-68, iii., p. 1945. Cf. the first Report of the (New 
York) Commissioners to revise the Laws for the Assessment and Collection 
of Taxes, 1871, p. 33. 
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least comment; for it is so patent that it has become a mere 
byword throughout the land. The escape of personal property 
is noted almost from the beginning of the existence of the prop- 
erty tax in the American colonies. Thus in Massachusetts Bay 
as early as 1651 we find an interesting account of the difficulty 
experienced in ascertaining certain personalty, followed by a 
resolution to the effect that 

“To the end that all publickc charges may beacqually borne, and that 
some may not be eased and others burdened and it being found by 
experience that visible estates in land, corn, cattle are, according to 
order, wholly and fully taxed, but the estates of marchants, in the hands 
of neibours, straimgers, or their fac.tors, are not so obvious to view, 
but, uppon sc'arch, little of theirc estates do(i appeare, beinge of great 
valew, so that th(^ law doth not reach them i)y that rule of taxing 
visible estates, — it is thendore ordered. . . . that all marchants, shop- 
keep.s and factors sliall be assess(‘d by the rule of common estemation. 
according to the will and doome of the assessors. . . . having regard 
to theirc stocke and estate, be it psented to view or not.^ ” 

This was evidently not of much use, for we soon after find an 
admonition to the officials to see that so many estates, though 
more obscure ami difficult to find out, may bear their due and 
just pportion with such estates as are more obvious and can- 
not be hid.^’ - 

What was true in a certain measure at this early date has 
become still more true of recent, years. Personal property no- 
where bears its just proportion of the burdens; and it is pre- 
cisely in those localities where its extent and importance are 
the greatest that its assessment is the least. The taxation of 
personal property is in inverse ratio to its quantity; the more 
it increases, tlie less it pays. The reason is plain. So far as 
it is intangible, personal property escapes the scrutiny of the 
most vigilant assessor; so far as it is tangible, it is purposely 
exempted in its chief form, as stock in trade, in our com- 
mercial centres. In the mad race for wealth it is considered 
dangerous for the local assessors in large cities to list the mer- 
chant’s capital, with the possible result of driving it away to 
localities more favored by their financial officers. It is scarcely 
necessary to ^ive figures to substantiate these statements; but 

^ Records of the Governor and Company of Massachusetts in New Engkind^ 
edited by N. B. Shurtloff, E^oston, 1853, vol. iii., p. 221. 

^ Ibid.y vol. iii., p, 426. 
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a few facts, taken from the official documents, national, state 
and municipal, may be of interest. 

The tenth census of the United States asserts that from 
1860 to 1880 the assessed valuation of real estate increased from 
6,973 millions of dollars to 13,036 millions, while that of per- 
sonal property decreased from 5,111 to 3,866 millions. In 1890 
the assessed valuation of real (estate had grown to 18,956, while 
that of personal property was 6,516 millions. Scaix^ely more 
than three decades earlier in ('California ])ersonal property was 
assessed in 1872 at 220 millions of dollars, in 1880 at 174 
millions, and in 1887 at KVI millions, — a n(‘t dc'crt'ase in fifteen 
years of 56 millions. Ileal ('states increased during the same 
period from 417 to 791 millions. Personal proptady i)aid 17.31 
per cent, real estate 82.69 per cent of the taxes. By 1893, 
although the assessed value of real estate wns 1,000 millions, 
tiiat of personalty was only 173 millions. In Illinois in 1882 
personal property paid 22.01 per cent of the taxes, in 1894 
only 17.26 per cent. In (Jook County (including Chicago), 
personal property paid only 14 per (‘(ait; in Kankalaa^ (k>unty, 
only 11 per cent. In Iowa, while the real estate valuation in 
1893 increased over that of the pna*eding year by 32 million 
dollars, the assessed valuation of pca-sonal prop(a'ty actually 
decreased. In New York the figures are as follows: 


Rkal Estate Personal Property 

1843 S 476,t)99,0(K'> $l 18,()()2,()():) 

1859 1,097,564,000 307,349,000 

1871 1,599,930,000 452,607,000 

1888 3, 122,588,000 346,61 1 ,000 

1893 3,626,645,000 411,413,(X}0 

1911 9, 639, (X) 1,868 482,499,193 ^ 


The proportion j)aid by personal f)roj)(a'ty has d(a*j-('ased 
steadily almost every year, until according to the figinns of 1910 
it pays but five per cent, of the state taxation, as against ninety- 
five falling on real estate. In forty years the valuation of real 
estate has increased 8 billions; that of personalty has in- 
creased only 30 millions. In the District of Columbia the 
valuation ^vas in 1878: realty 83 millions, personalty 17 mil- 
lions; in 1894 realty had increased to 160 millicms, personalty 
had decreased to 11 millions. In New J(^rsey, in 1887, in one 
^ A. part of this prodigious difference between real and personal property 
is due to the placing of considerable personalty like bank stock and mort- 
gages in special classes. 
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township the real estate was assessed at $272,232, the personal 
property at $591 ; in another tli(‘ fi^^ures were $2,274,900 and 
$17,150 respectively. iNahaps the most nariarkalde figures are 
found in tlie L-irge cities. In Cincinnati the valuation in 1866 
was: realty, $66,454,602; personalty, $67,218,101. In 1892 the 
reality had increased to $144,208,810; the personalty had de- 
creased to $44,735,670. In Monroe County, New York, in which 
the city of Hocliester is situated, the realty was assessed in 1892 
at $132,202,478; the personalty at $8,408,803. Finally, in the 
city of Brooklyn in 1893 nail estate was assessed at $486,497,186, 
while personalty was valued at $19,123,170. Personal property, 
in other words, ])aid a little inon^ than three per cent of the whole 
tax on propcady. In 1895 the ])roportion fell still lower, — to 
one and twenty-Um'c hundredths per cent. 

Thnse striking figures be(‘orn(‘ ridiculous when it is remem- 
bered that in our modern civilization the value of personal 
property far taxceeds that of nail estate, as understood by the 
taxing power. It is true that the legal distinction lj>etw(Km 
nail and ])ersonal pr()})erty fiinduates in the various common- 
wcailtlis; but in the eyes of the assessors real estate generally 
includes only land and the fixtures thereto, all the other forms 
of wealth 1 icing regarded as personal property. In Massa- 
chusetts and a few other states it is indeed provided that 
mortgage's of real (‘st ate sluill Vie regarded and taxed as interests 
in real estate. But even if mortgages w(‘re counted as real 
estate, and c'ven if (as is nowhere d(3ne) other certificates of 
ownership in n^alty vvere also counted as real estate, it would 
still remain true that jiersoiial property constitutes the greater 
part of the national wealth. For yx'rsonal property does not 
dc'iiote merely movable obj(‘cts. It includes money, public ob- 
ligations and the vast mass of intangible property represented 
by securities of corporations, of which only a small portion 
are certificates of ownership in nxxlty. Above all, personal 
property includes th(‘ entire and (wer-increasing annual prod- 
ucts of agriculture' and industry — the gigantic mass of modern 
wealth devoted mainly to consumption, but existing as the 
stock in trade of individuals. Even in our western common- 
wealths, wdiere the communities are still mainly agricultural, 
it is an a(4vnow4edged fact that the personalty exceeds the 
realty. The auditor of Washington tells us that, if a true valua- 
tion could be reached, it is clear and incontestable that the 
wealth of the territory in personal property, for the purpijses 
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of taxation, would largely predominate over that of real es- 
tate/' ^ And if this is true of the far West, how much greater 
must be the relative proportion of personalty in the busy marts 
of the East/' Yet the more differentiated the industry and the 
more predominant the personalty, the less does the latter con- 
tribute; until in the foremost state of the Union realty pays 
more than nine-tenths and personalty less than one-tenth; 
while in its second largest city realty in 1893 paid ninety-nine 
hundredths and personalty only one hundredth of the tax. 
The later figures are even more striking. 

The taxation of personal property, therefore, is in inverse 
ratio to its quantity. The more it increases, the less it pays. 
The general property tax tlius sins against the principle of 
universality of taxation even more than against tlie principle 
of uniformity. In the middle ages whok^ classes were exempt 
by express provision of the law; in our time and country whole 
classes are exempt by tlie inevitable^ working of the law. It is 
the law which is e(iually at fault in both cases. 

3. Incentive to dishonedy. One of the worst features of the 
general property tax is that any attempt to enforce the taxation 
of personalty by more rigid methods results in (wasion Jind 
deception. The property tax n(‘cessarily leads to dishonesty, 
and this for two reasons. In the first place, under our system, 
whole classes of personalty are exc^mpt from state taxation. 
The most familiar examples are imported merchandise in the 
original packages United States bonds, notes, checks and cer- 
tificates; property in transitu; goods produced in another state 
sent on commission ; d(q3osits in savings banks, etc. The tempta- 
tion for the taxpayer to convert his j)roperty temporarily into 
these classes is generally irresistible. Not only does the law 
hold out to individuals inducements to practise fraud, but it 
sustains them in its commission.^ Secondly, wherever any pre- 

^ Report of the Terrilorial Auditor to the Legidatioe Assembly ^ 1887, p. 
94, Cf. Biennial Report of the Auditor of Iowa, 1881, p. 8, and that of the 
Comptroller of Idaho, 1887-88, p. 74,. to the same eff(‘nt. 

2(7/. New York State Assessors^ Report, 1880, and Comptrollers Report, 
1889, p. 33: ‘T am sure that the actual value of the personal property 
legally liable to taxation exceeds that of the real estate.^’ 

» In People ex rel Ryan, 88 N. Y. 142, the Court of Appeals held that the 
assessors were bound by a transaction which the court itself declared to be 
“a device to escape taxation.'^ In 1892, however, a law was passed in New 
York requiring applicants for reduction of assessment to make oath that 
they had not incurred debts for the purpose of avoiding taxation. 
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tence is made of enforcing the tax on personalty, and especially 
where the taxpayers are required to fill out under oath detailed 
blanks covering every item of their property, the inducements to 
perjury are increased so greatly as to make its practice universal. 
The honest taxpayer would willingly bear his fair share of the 
burden; but even he cannot concede his obligation to pay other 
men^s taxes. Wiien an effort is made to introduce still more dras- 
tic methods by the employment of so-called ‘^ax-inquisitors'’ 
or “tax-ferret.s,” as until formerly in Ohio and Iowa, and 
recently in Indiana, Kentucky and Oklahoma, the situation be- 
comes still worse. The only result of more rigid execution of 
the law is a more systematic and widespnaul system of decep- 
tion. Official do(;uments tells us that “instead of being a tax 
upon personal property, it has in effect become a tax upon 
ignorance and honesty. That is to say, its imposition is re- 
stricted to those who are not informed of the means of evasion, 
or, knowing the means, are restricted by a ni(‘e sense of honor 
from resorting to them.” ^ The tax commission of New Hamp- 
shire declares that “the mere failure to enforce the tax is of no 
importance, in itself considered, in comparison with the mischief 
wrought in the cxirrupting and demoralizing influences of such 
legislation.” ^ The Illinois commission ass(?rts that the system 
is “debauching to the conscaence and subversive of the pub- 
lic morals — a school for perjury, promoted by law.” ^ The 
Connecticut commission maintains that the resulting “de- 
moralization of tlie public cons(‘ience is an evil of the greatest 
magnitude.” ^ A later New York report, states that “it puts a 
premium on perjury and a penalty on integrity.” The Ohio 
commission tells us that “it results in debauching the moral 
sense and is a school of perjur}^, imposing unjust burdens on the 
man who is scrupulously honest.” The Cleveland commission 
of 1895 says that “the existing system is productive of the 
gravest injustice; under its sanction, grievous wrongs are 
inflicted upon those least able to bear them; these laws are 
made the cover and excuse for the grossest oppression and 

^ Report of the Commisdoners of Taxes and Assessments In the City of 
New York, 1872, p, 9. 

2 Report to the Legislature, By Hon. George Y. Sawyer, 1876, p. 16. 

* Report of the Revenue Commission, 1886, p. 8. 

^ Rejmt of the Special Commission on. Taxation, 1887, p. 27. Cf, the 
New Jersey Tax Commission Report, 1880, p. 11. 

* Report of Counsel to Revise the Tax Laws of New York, 1893, p. 12. 

® Report of the Tax Commission of Ohio, 1893, p, 22. 
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injustice; above all and beyond all, they prodii(*e in the com- 
munity a widespread demoralization; they induce perjury; 
they invite (concealment. The present system is a school of 
evasion and dishon(^sty. Tiie attempt to enforce t.hc^se laws is 
utterly idle.” ^ The West Virginia commission tells us that 
^Htie payment of tlu^ tax on personalty is almost as voluntary 
and is consideiaal pretty much in the same liglit as donations to 
the neighb()rhoo(.l church or Sunday-school.” Th(‘ N(cw 
Jersey commission tells us that ”it is now literally true that 
the only ones who pay hoiu'st^ taxes on pi^rsonal property anc 
the estates of decedi'iits, widows and orphans, idiots and luna- 
tics.” h]v('ry annual n'port of t,h(‘ state (comptrollers and as- 
sessors complains bit terly that th(‘ assessment of personalty is 
nothing but an incentive to jHa-jury.^ 

4. Hegres^sirily. Tax(‘s are progmssive wiaai their hicrease 
is more than proportional to thcc incn^ase of tlu^ j^roixTty or in- 
(X)me taxed, i.e. when the rah' itself iuenaisi's with the increase' 
of the property. Taxes are r(‘gr('ssiv(' wla'ii the rate iruTeases 
as the property or im'onnc decreasf's. Th(' g('n(‘ral pro])erty tax 
in its practical effects is oft('n regressive', since the tax on p('r- 
sonalty is levied virtually only on those who alr('ady stand on 
the assessor's book as liable to tluc tax on reah\y. Those who 
own no real estate are in most cases not taxed at all; those who 
possess realty bear the taxes for both. 44ie weight of taxati(m 
really rests on the farmer, becau.se in th(' rural distri(‘ts the a.s- 
sessors add the personalty, which is generally visi])le and tan- 
gible, to the realty, and iinposcc the tax on both. We hear a 
great deal about the de(*line of farming land. But one of its 
chief cau.ses has Ikhui singularly ov(^rlook(Hl. It is the over- 
burdening oi the agriculturist by the g('neral prop('rty tax. 
What is practically a real property tax in th(' n'lnainder of the 
state becomes a general pro])erty tax in the rural rc'gions. The 
farmer bears not only his share, but also t hat of the other classes 
of society. Thus official documents tell us that “the class of 
property that escapes taxation most is the (*lass of proj^erty that 

' Report of the Special Committee on Taxation of the Cleveland Chamber 
of Commerce, 1895, p. 10. 

^Preliminary Report of the Tax Commii^mon, 1884, p. 10. 

^Report of the Commission to investigate the Subject of Taxation in the 
State of New Jersey. Trenton, 1897, p. 75. 

^ Cf. Report of California Board of Equalization, 1885 -80, p. (). For simi- 
lar quotations fmm the r(’j)orts of Jat(x tax commissions, sec chaps, xix, xx 
of the earlier editions of this work. 
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pays the largest dividends/’ ^ And in general it may be said, 
with our state auditors, that ^‘the property of the small owner, 
as a rule, is valued by a far higher standard tlian that of his 
wealthy neiglibor.” Or, as it is put by others: In every por- 
tion of the state we find tlie most unproductive property, and 
that of tlie lowest real value, assessed at the highest ratio. The 
rule holds good that those who have to battle hardest with life 
for subsistence^, are comj)elled to pay the most onerous taxes 
on the real value of their property.” 

It is no wonder that in tluar desperation tlie small farmers 
should cry out for the eepial enforcement of the laws taxing 
personalty; it is no wonder that they should attempt to stem 
the current in ignoran(‘(' of the impossibility of the task. They 
luive forgotten Walpole’s sa 3 dng, that it is safer to tax real 
than iiersonal estate, because ^danded gentlemen are like the 
fio(‘ks upon their plains, who suffer themselves to be shorn with- 
out nisistance; whereas the trading part of the nation resemble 
the boiir, who will not suffer a bristle to be pluckt from his 
back without making the whole parish to echo with his com- 
jfiaints,” ^ 

5. Double taxation. Double taxation, as we shall see later 
on, is of various kinds. But there is on(i form which is par- 
ticular!}^ ajiplicable to the jiroperty tax, namely that of debt 
exemption. This is perhaps t lu' greatest weakness of the gen- 
eral property tax, and the one which has given rise to the most 
intermiiiabh' dis(*ussion. 

On th(^ one hand it is maintained that an offset should be made 
for all indelh(‘dness, whether mortgage debts on real property or 
general liabilities on personalty. Individuals should be taxed 
on what they own, not on what they owe. To tax both bor- 
rower and lender is double taxation. This is the view of the 
Connecticut commission,^ and the i)ra(‘tice of most of the states 
accords with it. On tlu^ other hand, the majority of American 
investigators assert that deduction for indebtedness results prac- 
tically in such injustice and deception as to be utterly unendur- 
able. They therefore demand that there shall be no offset of 

^ Biefiriial Report of the Auditor of loxva^ 1880-81, p. 6. 

2 Bicfinial Report of the Auditor of Kentucky, 1887, p. iv. 

^Report of the State Assexisors of Neiv York, 1873, p. 9. Cf, West Vir- 
ginia Tax Commission, Preliminary Report, 1884, p. 8; Report of the Comp- 
troller of Tennessee, 1888, p. lO. 

^ Cf. Sinclair, History of the Public Revenue, vol. iii., appendix, p. 79. 

® Report of the Commimion of 1887. p. 26. 
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debts against property. This is the view of the Massachusetts 
and New Jersey commissions, ^ and the practice in some states 
like Pennsylvania, Georgia, Kentucky, Louisiana, Maryland and 
Missouri. 

Both these views are correct. To tax both lender and bor- 
rower for the same property is plainly double taxation, and 
therefore unjust. The fallacy of the contrary opinion consists 
in looking at the property rather than at the owner. What the 
state desires to reach is primarily the individual. It taxes his 
property simply because it considers this ii test of his ability to 
pay. But his ability is manifestly reduced pro ianto by his debts. 
His true taxable property therefore consists in his surplus al)ove 
indebtedness. Otherwise one would be taxed for what he has, 
and another for what he has not. As it has been well put, what 
we want to tax is ability, not liability. This is the view 
accepted by all European authorities. ^ The only Americam 
scientist who holds to the (‘ontrary opinion, Amasa Walker, does 
so in a half-hearted way; for he l)ases Ins view on arbitrary data, 
confesses that much hardship will ensue, and finally concludes 
that the income-tax principle is tlie only just one. ^ To tax 
both property and credits, both lender and borrower, is plainly 
incorrect in principle and inequitable in practice. 

On the other hand, it is equally true that deduction for debts 
is thoroughly pernicious in its operation. It is the universal 
testimony that no portion of the tax laws offers more tempta- 
tions to fraud and pc'rjury than this system of offsets. The 
creation of fictitious del)ts is a paying investment. In the 
states where such deductions are permitted, attempts to obtain 
immunity from taxation in this way are widespread and gen- 
erally successful. And they lire most successful in the case of 
property which already bears less than its share of the burdens. 
The great majority of officials cry out against debt-exemption as 
an utter abomination. ^ 

Both methods are thus unendurable. Debt-exemption and 
no debt-exemption are equally bad. The states shift from one 

^ Massachusetts Cornrnissiony 1875, pp. 95-98; New Jersey Commission^ 
1880, p. 20; Commission of 1891, Preliminary Report, p. 10. 

2 Roscher, Finanzivissenschafty p. 336; Wagner, Finanzmssenschaftj ii., 
p. 432. 

* A. Walker, Science of Wealth (7th edition), 339. 

* Report of the Commissioners of Assessment and Taxation in Oregon, 
1886, p. 9. 
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policy to the other in equal despair. We are therefore forced 
to the conclusion that the whole system is unsound. The fault 
lies not in the exemption, but in the taxation, of property. The 
general property tax under either of these two methods produces 
crying injustice. As there is no third method possible, the in- 
ference is that the injustice is of the essence of the general 
property tax. The New York commission, indeed, came to 
the conclusion that mortgage del)ts should be deducted from 
realty, but that there should be no offset for debt in tlie assess- 
ment of personalty.^ This would be a legal discrimination 
wholly subversive of the first principles of justice. As a matter 
of fact, just the contrary prin(*iple prevails at present in New 
York and (vonnecticut; debts are there deductible only from 
personalty. There is no logical escape from one of the two 
methods, debt-taxation or debt-exemption; and under either 
plan the general property tax stands convicted by the test of 
exp(irience. 

Under a system, indeed, where there is no general property 
tax, but simply a tax on real estate, the question of taxing 
mortgages assumes a different aspec^t and must be decided in- 
dependently. As that proldem is discussed elsewhere in this 
volume,^ it may be omitted here. But as soon as we have 
the general property tax and exempt mortgage debts on real 
estate, the exemption must consistently be accorded to all 
debts. And we are then immediately confronted by the di- 
lemma just discussed. 

If we sum up all these inherent defects, it vdll be no ex- 
aggeration to say that the general property tax in the United 
States is a dismal failure. No language can be stronger than 
that found in the reports of the officials charged with the duty 
of assessing and collecting the tax. Whole pages might be 
filled with such testimony from the various states. Only the 
following extracts from the New York reports are given, as 
samples : 

A more unequal, unjust and partial system for taxation could not 
well be devised.* 

^ First Report, 1871, pp. 60-69, 71-79. Cf. the sharp criticism in the 
Massachuseits Tax Coinmissioncrs^ Report, 1875, p. 96. 

^ Infra, chap. iv. 

* First Annual Report of the State Assessors, 1860, p. 12. 
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The defects of our system are too glaring and operate too oppressively 
to be longer tolerated.^ 

The burdens are so heavy and the inequalities so gross, as almost to 
paralyze and dishearten the people.- 

The absolute inefficiency of the old rickety statutes passed in a bygone 
generation [is patent to all].^ 

The hope of o]:)taining satisfactory results from the present broken, 
shattered, leaky laws is vain.-* 

The system is a farce, sham, humbug.® 

The present result is a travesty upon our taxing S 3 ^stem, which aims 
to be equal and just 

[The general proi)erty tax is] a re[)roach to the stat(‘, an outrage 
upon the people, a disgrace to the civilization of the iiineUHmtfi century, 
and worthy only of an ag(‘ of mental and moral darkiuiss and degrada- 
tion, when the ^only equal rights were those of the equal robber.’ 

After such self-criti(nsm nothing more need be said. In 
comparison with this, the view of the European scientists is 
moderate, that ‘‘a cruder instrumentality of taxation lias 
rarely been devised/' ^ And yet, notwithstanding all this 
criticism, our methods limp along almost unchanged. 

11. History of the General Property Tax in Antiquity 

In the previous chapter we have leariKni how direct taxation 
begins, and have seen tliat the primitive form is tlie land tax 
or tax on real estate. We also noticed the pro(?(‘ss by which 
the original mass of property is gradually broken up, and per- 
sonal property slowly assumes a greater importance in* the 
wealth of the community. Let us study a little more in detail 
the subsequent history. 

The monarch, or public opinion as reflected in the govern- 
ment, seeks to conform the practice of taxation to this change 
in economic facts. The property tax continues, but the as- 
sessor tries to make the tax equable by including not only the 
realty, but also all these new forms of personalty, whether 
corporeal or incorporeal. The original land tax is supplemented 

^ Comptroller H Report^ 1859. 

2 Assessors’ Report, 1873, p. 3. 

* Assmors’ Report, 1877, p. 5. 

Report of Commissioners of Taxes and AssessmerUSy 1876, p. 52. 

® Assessors’ Report, 1879, p. 23, 

* Comptroller’ s Report, 1889, p. 34. 

"^Assessors’ Report, 1879, p. 7. 

* Leroy-Beaulieu, Science des Finances (5™®(5d.), iii., p. 498: “Rarement, 
dan/i la fi8calit<$ moderne, on a invents d’instniment plus grossier.” 
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by other taxes, or expanded into a general property tax. The 
attempt is intelligible and even laudable; for it is simply the 
manifestation of the ideas of ecpiality and universality of tax- 
ation. Personal pro])orty must not escape; ergo^ it must be 
included in the designation of general property and taxed 
ecjually with the real property. 

The attempt is laudable, but it is futile. Personalty will 
evade the most iiKiuisitorial assessor. Wherever tried, the 
genciral property tax again r(;solves itself into the real prop- 
erty tax. History shows us that this has always been the case. 
The more (^ompk^x the industrial development, the more in- 
evitably does this process take place and the more surely does 
the gcaieral i)r()perty tax virtually revert to its primitive form 
of real pro])erty tax. Not alone history, l)ut theory, shows us 
that this must- be so. For the general property tax, as we have 
seen, originated with and is calculated for an economic system 
wh('r(', tlie only property is the coll(a‘tive, indivisible property, 
where tlie laiidowma* and ca])italist are one. Th(?re is one kind 
of property, and therei’ore one kind of property tax. But as 
soon as property is split up into different parts, as soon as there 
are various kinds of pro])erty, just so soon does the single prop- 
erty tax become'- antiquated and useless. It is not only useless, 
but it is now absolutely iniciuitous. For the attempt to include 
under one head tlie gains flowing from widely different pur- 
suits — pursuits whose number and divergence are limited only 
by the well-nigh boundless variety of individual capacity — , 
this attempt to reduce the multiform to the uniform can end 
only in the virtual ('xemption of the new forms and a con- 
se(iuent overburdening of the old. What has been conceived 
ill the spirit of justice (k'velops into an embodiment of injus- 
tice. What has been in its origin an attempt to attain equality 
results in gross ine(|uality. 

Because of tlu' evident impracticability of the general prop- 
erty tax, governments now begin to fit their theories of tax- 
ation to the economic facts. They abandon the attempt to 
make the new facts conform to the old theories. As various 
forms of personalty gradually set themselves free from taxation, 
the state reasserts the principle of equality. But it now recog- 
nizes the existing facts and abandons the fiction of the general 
collective property. As property splits up into its various 
elements, new taxes are laid, one by one, not on the property 
but on the separate sources of this new wealth. The old land 
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tax may be retained, but other taxes are imposed in various 
forms. Taxes on vocations, on professions, on trade, on com- 
merce, on profits, on interest, on wages and salai‘ies, follow in 
quick succession, until finally the theories and practice of taxa- 
tion are in harmony with actual conditions. One by one these 
various source's of wealth drop off from the antiquated general 
property tax only to receive a new life in these fresh foi'tns. The 
feeling of equity in th(i public consciousness cannot be put down. 
What escai)es under one form it attempts to reach under another. 
Fiscal theory cannot long lag behind the facts of industrial life. 

Let us test the truth of these staltnnents by an appeal to 
history. Let us trac(', in other words, the actual development 
of the genend property t ax.^ 

In antiquity direct taxation was treated as an extraordinary 
source of reveiUK'. The Athenian dirc'ch tax {eicrcfiopd) was 
originally a land tax levied on gross produc(\‘'^ Ly the time of 
Nausinicus (n.c. 378) it had become a general property tax, 
imposed not alone on land and houses, but also on slaves, cattle, 
furniture, and mone.y. The claim that it had changed by this 
time into a progressive inc^ome tax is unfounded.''^ The general 
property tax existed in many other Greek cities,'* but so far as 
we can learn from the scanty sources, intangible personalty 
gradually slipped out. of tlie assessment list.*’ 

^ The only general attempt thus far made to discuss this subjfK^t is that of 
Parieu, Hintoira des impola gcncraux- stir la propricte et la revenu (1850). 
While interesting, it is inexact, inadequate, uiK^loar and antiquated. 

Public Ecmionuj oj the Athenians, book iv, chap. 5. J. Beloch, 
^‘Des Volksvermogen in Attika,” in Hermes, vol. 20 (1885), pp. 245-0, main- 
tains that it was a tax on produce*, and most probably on gross produce. 
It was paid in kind until 428-7. For details see Seligman, Progressive Taxa- 
tion, 2d ed. (1908), pp. 11-12. 

^ This is claimed by Rodbertus, in HildehraiuTs Jahrburher, viii., p. 453 
et seq. For the other view sec* the complicated interpretation of Boeckh 
(p. 609 of the American edition). Beloch contends that it was still a prop- 
erty tax at this time, and that the taxpayers were put into associations 
or groups (a-vfipoplaL) for the purpose* of a more adequate assessment of 
personal property. Sec the article quoted in the last note but one, and also 
^‘Das attische Timema,’’ in Hermes, vol. 22 (1887), p. 371. Beloch’s views 
are accepted by Ed. Meyer, Geschichte des Altcrtums, vol. ii. (1893), p. 408, 
note, and Kleine Schriften zur Geschichtsthcorie und zur wirthschaftlichen 
und politischen Geschichte des Altertums (1910), p. 180. Cf. P. Guiraud, La 
proprUle fonder e en Grace jusqu'd la conqiMe romaine (1893), livre III, ch. 
viii, pp. 518-546 ; and Francotte, Les finances des cites grecques (1909), p. 26. 

^ Guiraud, op. ciL, p. 540. 

^ Ibidem, p. 544. 
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In Rome the direct tax {irihutum civium), which was some- 
times even treated as a forced loan to be repaid out of the 
proceeds of conquest, was levied only to meet extraordinary 
expenses for which the proceeds of domains (the veciigalia) did 
not suffice. As Rome was at first an agricultural community, 
the real “ quiritarian” jiroperty alone recognized by law con- 
sisted solely of land and the capital affixed to land, like houses, 
slaves and cattle. These were the rc.s manci/pi} But the prop- 
erty tax was assessed only on the land, on the assumption that 
every acre of land would require a definite quantity of this 
productive^ capital. “ The early Roman property tax was there- 
fore in effect a tax on realty, analogous to the early elo-cfyopd,^ 
With the develojimeni of trade anei industry in the later days 
of the republic, the cliaraeder of property underwent a change. 
The amount of personalty increased. If the irihutum was to 
remain a general property tax, it would l)e necessary to assess 
also these new forms of pr()})erty. And, in truth, the attempt 
was made. Not only farming implements, but ships, carriages, 
money, garmcaits, ornaments, etc., were listed.^ But it must be 
remembered that the only personalty assessed still consisted of 
visible, tangible objects, although the (‘ensors had practically 
unlimited power to take up any pro]3erty into the tax-list 
(census). There is no evidence to proven that trading capital 
proper was at all tax(‘d.^’ And it is useless to speculate what 
might have been the result during the last period of the re- 
public; for further progress in this dir(H:tion was ciiecked by 
the fact that, with one isolated exception, the republic levied 
no direct property tax at all on the Roman citizens after 167 
B.c. Whether the irihutum civium was again employed during 

' ‘‘ Mancipi res sunt praedia in Italico solo, tam rustica, qiialis est fundus, 
quam urbana, qualis domus; item jura praediorurn rusticorum, velut via, 
it(T, actus, aquacdiKdus; it('m sorvi et quadrupedevS, quae dorso collov(‘ do- 
inantur, velut boves, muli, oqui, asini. Cet(‘ra(' res nec mancipi sunt.” 
IJlpian, ly, 1. Cf. (laius, i., p. 120; ii., pp. 15-17. 

2 Marquardt, Rovmche StaatsvcnvalHing (2d edition), ii., p. 1G6. 

^ Except t hat it was not a graduated tax, and was levied on the market 
value, not the produc(\ 

^ Matthias, Rdmischc Grunddeuer und VectigalrccU, 1882, p. 6. The lead- 
ing ideas of Matthias are translated in Humbert, Easai sur les finances chez 
les Romains, ii., p. 328 et seq. 

®The only one who maintains the contrary is Walter, Geschichtc des 
rdmiseken Rechts (3d edition), i., p. 271. But the passage of Livy to which 
he refers (vi., 27) does not bear out his assertion. Walter stands quite 
alone. 
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the empire is a moot question. The weightier arguments seem 
to be on the side of those who maintain that it was never again 
made use of in its old form.^ 

In tlie provinces the property tax was nothing but a land 
tax — either a tax on the value (tributum soli), or a tithe {decunia)^ 
or a ground rent {vectigaL cerium or sti pend i urn). In addition 
to the land tax proper we find the poll tax {tributum capitis) 
which, in some of the older provinces wlu'ri^ tlu^ remains of an 
enterprising commercial life still existed, ])robal)ly included a. 
tax on classes or professions or a nominal general ])roperty t.ax.^ 

The Homan property tax was therefore virtually a, tax on 
land and the little productive capital affixed to land. Person- 
alty, so far as it was assessed at all, consistcal of the meagre 
tangible obje(‘ts owned by an agricultural pc'ople. The Homans 
had a general property tax be(*ause, as in early (irecu'e, tl)ere was 
only one kind of property — the collective property owned by 
slave-holding landed jiroprietors. 

Under the empire industrial society began to dilTerentiate. 
Caligula (a.d. 37-41) took advantage of this to levy taxes on 
special classes, above all on carriers, prostitutes aiid ])inips.'^ 
Trading capital, everywhere the first element to sei)arate itself 
from the collective mass of property, was reached for the first 
time by Vespasian (69-79) in the curious tax on the privfite 
owners of city urinals and closets.'^ Finally, shortly before 
Caracalla (211-217) we find a general tax on commercial capital, 
known henceforth as aurum neyotiatorium. But what a singular 

^ Rodbertus, Hildebrand’s Jahrhucher, iv., pp. 408-427, and Ilewegiscli, 
Rornische Finanzen, p. 1340, maintain its existence. But Siivigny, IVr- 
mischtc Schriften, ii., pp. 151, 185; llusc^ikc', Ueher den Ccnsm zur Zcit 
Christi, pp. 70, 190; Mommsen, Romiftche Geschichfe, ii., p. 387; and Mar- 
quardt, Romische Staaisvcrwaltuyig^ ii., p. 171, take the opposite view. 
Bureau de la Malle, in his Econmnie politique den Roynams, does not touch 
this point. The decisive quotation is that from Tacitus, Annates, 13, 51, of 
which Rodbertus^ interpretation is strained. Tlu' Ix^st argument — which 
has not hitherto been advanced — seems to be this: that if the tributum 
civile had continued, it would not have been necessary for Diocletian to 
introduce into Italy the tributum provincial.. 

* Rodbertus, iv., p. 364, puts it too strongly when he says that it was only 
a poll tax. See Marquardt, op. cit., ii., p. 195. 

® Suetonius, Caligula, 40 : Ex gerulorum diurnis quaestibus pars octava, 
ex capturis prostituarum quantum quaeque uno concubitu mereret.” Cf. 
Dio Cassius, lix., 28. 

* Known asforicarii. Suetonius, Vespasian, 16, 23. Cf. for other author- 
ties Walter, Rechtsgeschichte, i., p. 498. 
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commentary it is on the progress of civilization that the first tax 
on circulating capital should be on a rather degrading occupa- 
tion, and the first tax on industry one on prostitutes.^ Cara- 
calla, we are told, conferred the privilege of Roman citizenship 
upon all the inhal)itants of the empire in order to extend to 
them the now num(‘roiis direct taxes, especially the succession 
and manumission taxes.^ The prcjvincial land tax continued; 
but it went through the sarnci evolution as the civic direct tax 
and ])ecame a general property tax. 

The industrial devcioprnent, however, had outrun fiscal 
theory. It became more'- and more difficult to reach personalty. 
More and more barbarous methods were introduced;’*^ until, 
as Lactantius tells us in stirring language, torture was applied 
to the recalcitrant owner. Under Diocletian the provincial 
land tax (known hencefortfi jugatio or capitailo terrena) was 
introduced into Italy. Hut at the' time of the Theodcsian (‘ode 
and the ciompletion of the lat(‘ fiscal system, we find, not the 
general propcTty tax,’’ but a vast variety of t.axes, indirect and 
direct, (diict among the latter were those on the profits of 
trades, professions and artisans,^’ now consolidated into corpora- 
tions through the petrifaction of industrial relations.^ But the 
attempt to tax personalty ])y means of a general property tax 
was abandoned because the original mass of property had dis- 
integrated. The primitive system was abolished, and was 
replaced by methods more or less analogous to those employed 
in modern Europe. 


^ Hildebraners J ahrhucJicr, v., p. 315. 

2 At leiust this is the uncharitable construction of the act by Dio Cnssius. 

* The muni(‘ipal deciirions, for (‘xample, w(‘re made personal!}^ liable for 
the taxes levied on their municipalities. Service as decurion bf'carne (com- 
pulsory and luToditary. I'ugitivcc dc'curions w(‘rc brought back, lik(' fugi- 
tive serfs or milit ary deserters. 

^ De morle pers. 23: Fora omnia gregibus familiarium referta; unusquis- 
que cum liberis, cum servis ad(‘rat; tormenta ac verbera personabant; filii 
adversuH panaites suspendebantur; fidelissimi quique servi contra dominos 
vexabantur, uxores ad versus maritos. Si omnia defecerunt, ipse contra se 
torquebantur, et quum dolor vicerat, adserilHcbantnr quae non habebantur. 

® The poll tax {capitafic vlebem or huinmia) levied on the serfs {colord) 
was practically a property tax because it was paid by the landowner. 

® Known as chryHarpyrum, vectigal artium^ pensio aurariaj and aurum 
Imtrale. Cf. Levasseur, llistoire des classes outrribres en France^ i., pp. 
72-78. 

^ Cf. Win. Adams Brown, State Control of Industry in the Fourth Cen- 
tury,^^ Political Science Quarterly, ii. (1SS7), pp. 494-513. 
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III. Early Mediaeval History of the Property Tax 

During the middle ages the same development can be no- 
ticed. In the early period, after the disruption of the Roman 
empire, there were no taxes at all. The primitive Teutonic 
idea forced its way into the feudal system, and the contri- 
butions originally devoted to public purposes became the private 
possessions of feudal nobles and over-lords. The public tax 
became private property.^ 

In the early feudal system land was j)ractically the only 
form of wealth, as it was the basis of the political fabric. In 
England the feudal payments {hidage^ scutage, carucage and 
tallage) were assessed on the land, just as the Saxon shipgeld 
and danegeld were land taxes. These were at first levied on 
the gross produce of the land, either actual or as computet! by 
the mere quantity of the land. With the progress of cultivation 
net produce rather than gross produce was made the test. Rents 
became the only practicable lest of the value of land. But 
from the twelfth century onward, th(‘ gro^\i:h of industry and 
commerce in the towns led to such an increase of personalty 
or movables that it l^c'came ma.‘essary to devise some new 
method of reaching the ability of the citizens. The only way out 
of the difficulty in England, as on the whole continent, was a 
combination of the taxes on lands and on movables through the 
general property tax. 

The mediaival town was the birthplace of modern taxa- 
tion. Every inhabitant was compelled to bear his share of 
the local burdens, his proportion of tlie scot and the lot. The 
scot, or tax, was almost from the very outset tlu* general property 
tax combined with the subordinate poll tax, exactly as in tiie 
earliest days of the New England colonies. The town, as such, 
generally paid its share of the national burdens in a lump sum, 
the jirma burgi. But this lump sum was always distributed 
among the townsmen in proportion to the property of each.^ 

^ Cf. for details Clamageran, Histoire de Vimpdi en France, i., p. 115; 
and Vuitry, Etudes sur le regime financier de la France avani la revolution, 

i., p. 420. 

2 Numerous examples may be found in Madox, Firrna Burgi, p. 281 et 
Beq. In one town, under Edward III., each man is “taxandus et aasidendus 
juxta quantitatem bononim et catallonim suorum ibidem/’ In another 
town the tax “debet assideri proport ionaliter juxta quantitatem bonorum 
suorum.” For London, where eac^h freeman paid the general property tax 
as partem de bonis suis or partem catallorum, see the examples in Munimenta 
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On the continent it was the same. In the German towns the 
taxes were at first levied only on lands and houses.^ Begin- 
ning in the twelfth century, however, other constituent ele- 
ments of j)ropcrty, both movable and immovable, were grad- 
ually added, until before long we find the general property tax. 
The tempo of the development naturally varied in the different 
towns, but the broad lin(‘s were almost everywhere the same. 
Thus by the end of the thirteenth century it had become cus- 
tomary to add rent-charges to houses and land. As long as 
the rent-charges were irrcaleemable, tli(‘y were taxed as real 
estate; but after the}' had become redeemable, they were 
gradually treated as jM^rsonalty.^ I'or in Germany as in Eng- 
land we find the feud.al distiiu'tion between real estate and per- 
sonal property {Licgcnde and Fahrende Hahe or Liegenschaften 
and Fa/ir?ihs.s*), which was almost tantamount to that between 
movables and immovables {Mobil ien and Imviobilien). The 
other elements of pcirsonalty were slowly added to the assess- 
ment lists. We find mentioned in the tax ordinances of the 
period the following classes of personal property: (1) household 
furniture, (2) clothing, ornaments and weapons, (3) food 
supplies for home consumption, (4) supplies of wine, straw and 
coal for the same purpose, (5) horses and cattle, (6) tools of 
various kinds, (7) wares and commodities, (8) money, (9) 
credits. At first a man’s personalty was taxed only if the 
owner paid no tax on his real estate, but this alternative method 
of taxation soon disappeared. In almost all cases the various 
classes of personalty were assessed at fixed rates which varied 
for each class, but ])efore long they were all merged into the 
general properly tax— or, as it was called, the tax on property 
in possessionibus, agris, domibus^ cendbus et rebus quibuscunque.^ 

Gildhallae Londonicnsis, Liber Alhus, i., p. 592 et scq. For full details as 
to the method of assessment tempore Edward II., see Liber Custumarum, 
pp. 193 et scq.f 568 et scq. 

1 There is a rich literal ure of local taxation in Germany. Well-nigh every 
important town has had a monograph devoted to it. The general surveys 
are the older w’ork of Zeumer, Die deutschen Slddtesteuem insbesondcre die 
stadlischen Reichsstemrn ini XIL und XIIL Jahrhundert, Leipzig, 1878; 
and the more recent studies of M. E. Heidenhain, Stadtische Vernwgen- 
stcuem im Mittdalter, Leipzig, 1906; and Bruno Moll, Zur Geschichte der 
Verrndgensteverv, Leipzig, 1911. Each of the last two works contains com- 
plete bibliographies of the local histories. 

2 See the full discussion in Heidenhain, op. ciL, pp. 62-92, esp. 68. 

* Zeuiner, op. cit., pp. 86-89. 
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In some towns it was called simply a tax of so mu(4i per posse 
or pro honor (nn facilitate} The documents often speak of a man 
being taxable na sine vermngen” or in the Latin equivalent 

secundum propriamfacultatem et honor uni siiorum estimationem^’^ 
or ^^juxta suarn possibilitatem ct pro rata honorurn suoruin} 
Many of the ('lerman towns by this time (?ombined the general 
property tax with tlie poll tax/ and in the Swiss cantons the 
tax was even called the llah-^ Gut-j und Kopfsteuer} 

In France and in the Low Countries the conditions were tlie 
same. The tax started out as one on nvil estate, but soon became 
one on property in genenil, tlie taxpayer being assessed accord- 
ing to his vaillant (fortune), or according to his hirctage and 
catel (realty and personalty), the rentes-d-me always being taxable 
as realty.® At St. Quentin provision was made as early as 1195 
for a collectani super omrics pecunias ct hercdltates hurgensium; 
and at Bapaume only a few years later the tax was levied ad 
valentiam tcnenientorum ct mohUium? 

The only distinction l)etw(M‘n h^ngland and the continent was 
that in England tlu‘ jiroiierty tax rcanained for centuries the 
sole local tax, while in France and Ciermany local excises or 
octrois were soon added. But for sonu" time at least the general 
property tax was the mea,sur(‘ of the individuars capacity. 

The general state taxes followed in the wake of the munic- 
ipal taxes. Already in 1166 a property tax was levied through- 
out almost all Europe in order to aid the crusaders.^ Tlie 
English statute mentions in detail the various classes of tax- 
able property, namely, lands and all movables including gold, 
silver, animals, coin, credits, the produce of vineyards, etc., and 
provides further tliat those who do not own as much as a 

^ Christian Moyer, Das Stadltmch von Angshurg, 1872, pp. 75, 313. 

2 Von Below, “Cosohichte der direkten Staatssteuerii in Jillich und Berg,’'’ 
in Zeitschnft des Hrrgischen (kschichtsvereins, vol. 26 (1899), p. 32. 

3 Moll, op. cit., p. 37. 

^ G. von Scholl berg, Finanzvcrhdltidsse der Stadt Basel im xiv, und xt) 
Jahrhunderfj Tubingen, 1879, p. 134. 

® Blumer, Staats- und Rcchtsgeschichte der schweizerischen Democratienf 
ii., p. 295 et scq. 

® Espinas, Lcs finances de la commune de Doiiai des origines au XV 
sibcle (1902), p. 119 et seq. This work is esperdally valuable for its wealth 
of detail as to the FrencE and Flemish towns. 

^ In 1200. Espinas, op. cit., p. 119, note. 

® Sinclair, History of the Public Revenue, i., p. 88. For a general treatment 
see Gottlob, Die pdpsllichcn Kreuzzugssieuern des J ahrhunderts. 

Heiligenstadt, 1892. 
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pound should nevertheless pny a penny if they are either 
householders or in possession of some office.^ A few decades 
later, in 1188, came the Saladin tithe, on the occasion of the 
third crusade, when all rents and movables (rrdditus et mobilia) 
were expressly made taxable.- In England from this time on, 
the grants of rents and movables {de redditibus ct mohilibus or, 
as they were sometimes called, de redditibus et catallis) l)ecame 
more and more (‘omrnon until they finally sux)erseded th(‘ older 
methods of securing revenue, line fractional parts of the pro]> 
erty granted varied from a, fortietli to a fourth; l)ut from 1290 it 
became customaTv to tax the no])ility and the clergy only two- 
thirds as much as tlu' commons. In 1334 the proportion was 
fixed as the fifteenth and the tenth. TIk^ tax accordingly came 
to be known as the fifteenth and t(aith ((jiiinzhne and disme). 
Strictly speaking, the tenth was levied in the cities, boroughs, 
and lands of anciemt denu'sne, the fifteenth in the rest of the 
country. Practically, however, the fiftecaith was a tax on rents 
or realty, the haith a tax on movables or personalty. 

The name a})plied to the English t ax — fifteenths and tenths or 
tax on rents and movables — brings up two interesting problems. 
The one is, why rents or produ(*e should have been put on a 
plane with movables or proixady; the other is, why they should 
have lieen taxed at diffenait rates. 

As to the first point, it is clear that under feudal conditions, 
where land was not regularly bought and sold, the simplest 
method of ascertaining th(‘ taxalile ability of the landowner 
was through the rental that he received for the land, a rental 
that was always in a certain pro])ortion to the x)roduce of the 
land. In the case of houses in the tovms, espe(‘iidly where the 
land did not belong to the large landowners, we find of course 
more numerous examples of transfers of real estate; and ac- 
cordingly the tax on town houses was sometimes assessed ac- 
cording to property, instead of rental, value. This is esjKxaally 
true in many of tlie German towns.^ In the case of rent- 
charges again, which in the earlier centuries were far more 

1 The ordinance is reprinted in full in Manes “Die Einkommensteuer in 
dor englisehcn Finanzi)()litik,” in Fesigahen fur Wilhelm Lexis, 1907. It 
is also found in B. Moll, Zur Geschichle der eiujlischcM U7id amerikanischen 
Vermogensteuern, 1912, p. 7. 

2 This ordinance is i)rinted in full in Dowell, History of Taxation, etc., 
vol. ii (188S), appendix. 

3 As in Basel, Speyer, Mainz, Regensburg, Zurich, Bern, etc. Cf. Ileideii- 
hain, op. cit,, p. 54. 
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common on the continent than in England, it is obvious that 
under the prevailing conditions their value could be found 
only as an annuity. Accordingly the annuity or yearly rent- 
charge was always included in the reddiius or returns of real 
estate. 

Personal property on the other hand had a capital value. 
In fact, most of the elements of personalty jdelded no money 
produce at all, but only what economists call a benefit or psy- 
chic income. Personalty, therefore, was taxed according to 
property value; realty, except in the towns, a(*cording to rental 
value. Thus the mediaeval general property tax was really a 
combination of property and product tax, product, being utilized 
when the capital value was difficult or impossi])le to asc.ertain. 
In England this system of distinguishing between naits and 
movables continued through the middle ages; on the continent 
and especially where fcaidal conditions gave way before the 
democratic movement, the more miified property conception 
gained the upper hand. 

The other problem is that of the difference in rates. In 
England the proportion came to be, as stated, a tenth for per- 
sonalty and a fifteenth for realty. On the continent the dis- 
parity was often considerably greater, the rate on personalty 
being frequently two or even three times as high as that on 
realty. Moreover, wlaai we rememl)er that in the case of per- 
sonalty the tax was assessed on capital value, wdiereas in the 
case of realty it was asvsessed only on the produce of the prop- 
erty, the contrast becomes astonishing. 

In England there is not much doul^t that the difference in 
the rate was, in part at all events, due to the fact that the peers 
were politically more powerful than the commons. But in 
many parts of the continent we find the same pracitice even 
where the aristocrats were not in the saddle. The explanation 
must therefore be of a more general nature. 

Some authors seek the explanation in the alleged fact that 
personalty, especially that part of it invested in trade and com- 
merce, was more lucrative than real estate, and could therefore 
more easily endure a higher rate.^ Apart from the fact, how- 
ever, that trade capital constituted only a small part of the 

1 This is the view of Hartung, “Die Augsburger Vermttgensteuer im XV. 
Jahrhundert” and “Die Bclastung des Augsburgischen Grosskapitals,^^ 
in Schmoller’s Jahrbuch, etc., vol. 19 (1895); and of Kolle, Die Vermogen- 
steuer der Reichstadt Ulm vom J afire 1 709. Stuttgart, 1898. 
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taxable personalty, the alleged fact is really without founda- 
tion. Other writers advance a variation of this theory by con- 
tending that real estate, especially in the towns, was of very 
slight productivity. The towns, they tell us, were full of empty 
dwellings, the population was small, and land was not the 
subject of speculation as in modern times. The towns, we are 
told, even lielped to relmild llous(^s that had been destroyed by 
fire.^ This view, however, re])resents an unwarrantable general- 
ization from a single tcmai or a single period. A more defen- 
sible theory is that land was the basis of the entire economic 
life in the middle ages, and since most ])eopl(^ even in the towns 
made their chief li\ing out of the land, it was only natural that 
the princii)al means of sul)sisteru!e should })c treated somewhat 
more tenderly and that the surplus over what the individual 
needed for his living should })e taxed at a higher rate.^ The 
best explanation, however, is to ])e found in the fact that it 
was administratively more difRcult to reach personal property, 
both becaus(i soin(‘ of it was more or less hidden from the scru- 
tiny of th(i ass('ss()r, and b(H‘aus(‘ intentional concealment and 
fraud wx^re far ('asier.’^ As a matter of fact the assessment of 
chattels was not strictly enforced. This is apparent in England, 
at all events, fre)m the dissatisfaedion shown with the tax of 
1275, when the i:>eople were asse^sseel ad unguemy ix, up to the 
full value of their movables.^ In the succeeding grants the old 
easy practice was resumed. As the tax on lands, however, 
coulel be levied on actual rents, it was not apt to be so leniently 
assessed. Thus a substantial equality was probably reached. 

Just as in England the tallages merged into the fifteenths 
and tenths, so in France the feudal charges on the land de- 
veloped into the general property tax, which however still 
retained the old name taiUe, The ordinances of 1254-56 at- 
tempted to regulate the assessment, and provided that im- 


1 F. R. Bothe, Die Enhimkelung dcr dirckfen Besieuerung in der Reich- 
stadt Frankfurt his zur Revolution^ 1612-1614. Leipzig, 1906, p. 67. 

2 This theory is vigorously espousfHl by Heich'nhain, op. cit.y esp. p. 53. 

3 This explanation was first- advanced by the present writ(T in 1892, in 
an article in the Political Science Qaartcrli/, and is found in the first edition 
of this work. It was indep(*ndently advanc(*d by Hart-ung in 1895 in the 
essays mejitioned above, anrl is accei)ted in substance by Hart wig, Der 
Ltihecker Schoss bis zur Rcfonnationszeit, 1903, p. 47, and by Moll, Aur 
Geschichte der Vermogensteuern, 1911, p. 108. 

< Dowell, History of Taxation and Taxes in England (2d edition), i., 

p. 68. 
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movables should be charged only half as much as movables^ 
France thus endeavored to attain by law what England effecited 
by custom. During the fourteenth century the taille came to 
be the chief direct tax, and in 1439 it was made a permanent 
annual tax. In Germany, also, the imperial and state direct 
taxes, in so far as there were any, took the form of general 
property taxes. The Bede ^ or Landhede^ the gerneiner Pfennig,^ 
the Landschoss,^ the LandsteueVy^ etc., all followed tlie example 
of the local property tax. In Scotland the costage paid to 
England in 1424 was a general property tax. An act of that 
year directed that a book l)e prepared, containing the names 
of the inhabitants with a list of all their goods, including corn 
and cattle, as evidences of their aljility to pay.^' By 1585 it 
had become customary to apportion the occasional burdens 
known as stents to the burghs according to their ‘'substance 
and common good.^’ " 

In the Italian r('i)ublics the commonwealth was at first suj)- 
ported by the gcaieral property tax. In Milan, under the name 
stima e catadro dc beni it is found as early as 1208, and after- 
wards was levied with such severity that the assessment l)ook 
was known as the lihro del dolore} In Genoa it was called 
colletta,'^ In Florence it was known as cstiino and played an 
important role in politics. And finally we find in th(^ 
Netherlands from the earliest times the general property tax 

^ Clamag(*rari, Ilistofre dc Vimpot cii France, i., j). 264, 

2 At first a feudal land payment ; cf. Hiillmann, Deutsche Finanzgeschichfc 
des MittelalUrs, j). 133. 

^ Lang, llistorische Entwickclung dcr (eutschen Steucruerfassungen scU der 
Karolingcr. l^(Tlin, 1703, p. 1S2. 

^ 8(!hrnoller, “Die l]jK)ehen der preussisehen Finanzpolitik,” in Jahr- 
buck fur Geseizgebung, Verwnllung nnd Volkswirtschaft, i. (1877), pp. 35, 
42. 

® Hoffmann, Gcschichtc der direkicn Steuern in Baiern vom E7ulc des xiit. 
Jahrhunderis, pp. 11, 17, 39. 

®S. H. Turner, The Hislory of Local Taxation in Scotland, Edinburgh, 
1908, p. 151. 

Ibid., p. 152, 

® Carli, Relazione del Censimento dello Stato di Milano, in Custodies Scrit'^ 
tori Classici Italiani, parte, moderna, xiv., pp. 184, 185. 

® ^‘Le impost e straordinarie si possono di questa epoca [1252] compren- 
dere in una sola, la colletta.^^ Canak;, Sloria dei Genovesi, i., p. 318 (edition 
of 1844). 

Villani tells us that it was levied on ^Tio che ehiascuno haveadi stabile 
e di mobile e di guadagno.^’ Istorie Fiorentine fino al anno 1348, book x., 
chap. 17 (vol. vi., p. 26, of Milan edition of 1803). 
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known as the schoi or the tenth, ctc.^ on hezittungen (pos- 
sessions).^ 

The general prop<Tty tax thus existed throughout all Europe. 
It was moderately su(;cessful because well suited to the period.. 
Although involving an inquisitorial seart^h into every article 
of the scanty mediaeval sto(;k, as can readily lx* seen from the 
detailed schedules of assc^ssments still in existence, the tax was 
levied chiefly on tangibU^, physical objects not capable of easy 
concealment. Witli the exception of countries like France, 
where the tax was (‘masculated by the system of exemptions, 
it resulted on the whole, during this early period of society, 
in a tax fairly i)roportional to the individual faculty. There 
was a general property tax be(;ause there was a very slight 
differentiation of property. 

IV. Later Alediawal and Modern History of the Property Tax 

Before long a cliange set in. In England the fifteenths 
and tenths w(‘re changed in 1334 from percentage to apportioned 
taxes. Every locality had now to raise a definite lump sum, 
w4iich, it was intended, should remain the same from year to 
year, and which was to be a])j)ortioned in precisely the same 
ratio among tlui various counties, towns and ])arishes. One 
fiftcHUith and tcuith therefore meant a fixed sum, and when 
more was needed, two or three fifteenths and tenths \vere im- 
po.sed. The old methods of assessment, howev('r, soon fell into 
disuse. Each to^vn and county mad(^ its own arrangement and 
treated personal })roperty with such leniency that the total 
product of the tenth and the fifteenth continually decreased. 
This result('d in attempts on the part of the crown to supple- 
ment the old tax by a new general pro])erty tax, called the sul)- 
sidy. The early efforts met with failure, but finally, in 1511, the 
first gcmeral subsidy was granted, as a. tax of sixpemx^ in every 
pound of property. The pound rate was aftiaw^ards fixed at 
four shillings on lands, and two shillings eight pence on goods. 
But the subsidy went through precisely the same dev(4opm('nt 
as the fifteenth and the tenth. At first really a pcaiaaitage tax, 
it was soon practically converted into an apportioiKal tax of 
a stated lump sum. No re-assessment of the districts took 
place; each locality was supposed to pay the same sum year 
after year. All increase in wa^alth was thus entirely omitted from 


1 Engels, De Geschiedenis der Belastingcn in Nederland, pp. 
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the lists. Exemption after exemption was made, and personal 
property was so loosely assessed that the total yield continually 
declined. The most arbitrary methods were employed. Only 
the old subsidy >men^^ were taxed; allowances were made in 
a multitude of cases; and the assessments of personalty were 
so low and partial that the subsidy became a perfect farce. 
As Bacon said, “the Englishman is master of his own valua- 
tion.^^ ^ Sir Robert Cecil stated in 1592 that there were not 
over five men in Ivondon assesvsed on their goods at £200; and 
Sir Walter Raleigh wrote in 1601 that “the poor man pays as 
much as the rich.’’ “ Although nominally a general property 
tax, the subsidy thus (;ame to be levied chiefly on the land, and 
became an unequal land tax — so unequal that it finally dis- 
appeared in 1663. 

Under the commonwealth an attempt was made to revive 
the general property tax, under the name of commonwealth 
monthly assessments, real (‘state being always assessed, as 
before, according to its “yearly value,” personalty according 
to its value. These monthly assessments were already author- 
ized during the Revolution. Thus in 1644 a “monethly assess- 
ment” was imposed upon the counties, cities and towns men- 
tioned and levied upon “the true yearly values of lands, rents, 
annuities, offices and hereditaments and according to the true 
value of goods, chattels, debts and other estate reall or per- 
sonal!.” ^ The improvement was so marked that the old sub- 
sidies were completely abandom^d and replaced by the assess- 
ments. But the reform was short-lived and the assessments of 
personal property continually diminished. Sir William Petty, 
the author of the first theoretic work on taxation printed in 
England, discussed the defects of these monthly assessments in 
a picturesque passage as follows: 

“There have been, in our times, ways of levying an aliquot part of 
mens estate, as a fifth, and twentieth of their estates, real and personal, 
yea of their offices, faculties and imaginery estates also, in and about 
which way may be so much fraud, collusion, oppression and trouble, 
some purposely getting themselves taxed to gain more trust: others 
bribing to be taxed low, and it being impossible to check or examine or 

1 And, he adds, “the leiist bitten in purse of any nation in Europe.'' 

2 Report on Public Income and Expenditurey 1809, ii., p. 415. 

^ An Ordinance of the Lords and Commons assembled in Parliament for the 
raising and levying of the Monethly Snm of £l^0j000 totmrds the maintenance 
of the Scottish army, by a Monethly Assessment, etc. Feb. 24, 1644. See esp. 
p. 8. 
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trace these collections by th(i print of any footsteps they leave (such 
as the hearths of chimneys ar(‘) tlmt I have not patience to speak more 
against it: daring rather conclude without more ado, in the words of 
our comick to be naught, yea, (ixceeding naught., very abominable, 
and not good.’’ ^ 

A little later, however, Petty was slightly more hopeful and 
expressed the opinion as do some of our rural legislators to-day, 
that “assessments upon pcirsonal estates, if given in as else- 
where upon oath, would bring that branch wdiich of itself is 
most dark to a sufficient clearness.” ^ 

After the Revolution the tax was levied as the so-called prop- 
erty tax. By its terms it was assessed on the persons possessed 
of personal property, real estate, or public offices or positions of 
profit. And it was at first a percentage tax. But the yield de- 
creased so enormously that Parliament in 1697 fixed the sum a 
rate should produce, i.e. it Ixa'-ame an ap])ortioned tnx of stated 
amount. A rale of a shilling in t he pound meant a tax of half a 
million pounds for the country as a wdiole, this sum being sub- 
divided in fixed amounts to the various localities. The tax varied 
from three to four shillings in the pound. In the case of land 
the tax was assessed on the rent or yearly value. In the case of 
personal property the tax was assessed on the value of the prop- 
erty, rental value of all kinds of property being deemed to be 
six per cent of their capital value. In the case of “any person 
exercising any public office or employment of jirofit” wdiere there 
was no capital value the tax was imposed directly on the salary.^ 
Moreover, the difficulty of assessing personalt}^ and the impos- 
sibility of reaching intangible property werci now so apparent 
that whereas according to the inb'pt of the law the chief revenue 
was to come from personal property, and only the residue from 
realty, in practice the tax became almost exclusively a land tax, 
and was first so called in 1697. The “annual land tax” of 
England was thus intended to be a general property tax and 
for a long time continued to be so legally.^’ 

' A Treatise on Taxes and Contributions, by W. Pot.t}^ London, 1667, 

pp. 61-62. 

2 Petty, Verburn Sapienti; or . . . the Method of raising Taxes in the most 
equal manner, p. 17. (Appended to his Political Anatomy of Ireland, edition 
of 1691.) 

® 4 William III., chap. 1. 

^ For a full explanation of the law the provisions of which are frequently 
misunderstood, sec Seligman, The Income Tax, 2d ed., 1914, pp. 48-49. 

** Adam Smith, Wealth of Nations, book v., chap, ii.: ‘‘By what is called 



48 


ESSAYS IN TAXATION 


The complaints as to the escape of personal property were 
heard almost from the beginninp;. Thus in 1694 Briscoe tells us: 

‘‘And here I mi^ht tak(‘ notice liow the monied men are enricdi’d by 
the ruine of the poor and industrious traders, how gentlemen (whose 
estates are in land) are pressed with taxes, while tlie monied men are 
in a manner tax-free; the landed man paying more tax to their Majes- 
ties out of an estate of £100 per annum or high(‘r, than tlie monied men 
do for £10,000 in money/’ ^ 

In the eighteenth century this had become a commonplace. 
A popular })amphleteer expresses himself as follows: 

“This is a grievous and iinecjual tax. In all the remote parts of 
tliis country, the tax never was levied according to the value of their 
estates nor ever can be. , . Monied men are another vast body 
wlio . . . contribub' little or nothing to this tax. Their stock in trade 
can never b(^ known and is always assessed but a trifle. Money lent on 
mortgages never is taxed and stock in tlie funds hath the jniblick faith 
to exempt it so that it nev(T can be taxed. With all these advantages 
the monied mcai, though the}^ hold tlie greatest ])rop('rties in the state, 
jiay no proportion to the support of that government from whence 
they have equal protection with thosi^ who are charged at the utmost.” ^ 

Walpole at [ibout the same time stated that ‘^rio man con- 
tributes the least share to this tax, but he that is possessed of a 
landed estate.’’ ^ Perhajis the most severe arraignment of the 
justice of the tax is made, toward the middle of the century, 
by a well-known publicist, Decker, from whose catalogue of 
indictments we select the following: 

“Thirdly, It tendi^ to corrupt the manners of the people, comequenlly 
to make them tuynidtuoim and. le.ss governable. 

“ For being to pay in proportion to what they earn, spend, or possess, 
the just value whereof is impossible to be known but liy themselves, 
and to for(!e them to a declaration, an oath is always imposed, which 
makes a struggle between interest and conscience; an extreme wise 
law, wlu'reby an honest man is put on a worsen footing than a perjured 
knave: he that forswears himself pays less than his due and saves his 
money; but he that is conscientious pays to the full; which latter sus- 

the land tax, it was intc*nded that stock should be taxed in the same propor- 
tion as land.” (Thorold Rogers’ edition, ii., p. 553.) 

' A Discourse on the Late Funds of the Million- Act, etc., by J. B(riscoe), 
1694, p. 13. 

A Letter to a Freeholder on the Late Reduction of the Land Tax to one 
Shillin.g on the Pound, By a Member of the House of Commons, London, 
1732, pp, 44, 4S, 26. 

* Dowell, op. cit., vol. ii., p. 99. 
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pecting others to evade, is piqued at paying more than his neighbors, 
and wonders why a false oath should not fit as easy on him as on so 
many others; wluirehy the most solemn pledge of truth among men 
becomes freqiKuitly vi()lat(‘d, is despised, disregarded, and interest 
rides trium])hant over eonseienct'; which latter being to men as a dike 
to keep out the torrc‘nt of vice, if once a thorough breach is made, a 
deluge of iniquity ensues, whereby all good princi])les are drowned; and 
the more vicious men grow, the readier they art^ to o])pose authority/’ ^ 

So unequal and so insignificant did the old general property 
tax (now univ(^rsally known as the land tax) become that in 
1798 permission was given to the landowners to l)uy themselves 
free of the tax by t he j)nym(‘nt of a capital sum. In other words, 
the land tax became a redeemable rent-charge. Tlie provision 
taxing personal proptady continued to exist on the statute book 
until 1833, and tlie clause taxing public offices and positions 
of profit was not finally re])C‘aled until 1SG7. Tlie year before 
its repeal it yielded the sum of £823! “ Buch was the ludicrous 
result of the attempt to maintain mediieval customs. The 
general property tax, which had started out as a land tax, re- 
verted in name as well as in fat^t to its earliest form. 

In Scotland the history was the same, although because of 
the later industrial development of the country the old system 
survived almost to our day.^ The chief direct tax, known as 
the cess, was originally a general property tax. In the middle 
ages one of the functions of tlu^ Gn^at Chamberlain was to 
inquire whether the public Inirdens were fairly ^‘distributed to 
rich and poor according to their faculties.’^ ^ A fixed jiroportion 
of the cess was allotted to (‘ach burgh and it was then paid partly 
out of ^‘the common gooeV ’’ partly out of real estate, while the 
remainder, if any, was assessed on the personal })roperty and 
income of the taxpayers. In 1597 an order declared more pre- 
cisely that the officers are to ‘bstent” each person ^'according 

^ Matthew Decker, A n E,smy on the Causes and Decline of the Foreign 
Trade, Edinburgh, 175(), pp. 19-20. 

2 Re/port of the Commissioners of Inland Revenue, 1867. 

® Cf. for a sketch of the 8cot(di system the Report of the Poor Law Com- 
missiemers on Local Taxation, 1843, and the more recent work of Stanley II. 
Turner, History of Local Taxation in ScMland. Edinburgh, 1908. 

* “Si equalitcr ponantur super divitibus et pauperibus juxta eorurn 
facultates.” Turner, op. cit., p. 158. 

^The “common good” inc^luded the public lands for grazing as well as 
feu duties on those parts loaned in perpetuity and river and loch fishings 
and also grain mills and occasionally a walk-mill and the like. Turner, 
op. cit., p. 128. 
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to the avail and quantity of his rent, living, goods and gear that 
he has within burgh. ^ In the course of time, however, p)erson- 
alty slipped out of the assessment list. In Dumfries by the end 
of the seventeenth century the records tell us that ‘‘now by the 
decay of trade the cess is like to fall on the lands and houses/^ 
In Kintore the cess was “paid of the land rent.^^ 

In the counties the cess or land tax, as it was now sometimes 
called, was converted into a redeemable rent-charge in 1798 and 
1802, as in England. In the borouglis, however, the old s 3 ^stem 
continued, each borough levying the general property tax in its 
own way, with suitable variations. In Banff, for instance, in the 
nineteenth century, the tax was levied, one-half on real estate; 
one-quarter on trade and merchandise, according to the amount 
of purchases by each trader; one-eighth on the incorporated 
trades; and one-eighth on the other inhabitants, according to 
the discretion of the stent-master. In Chllen the rate was im- 
posed on land and on trade each being rated “according to his 
understood ability to pay/^ ^ So burdensome and vexatious 
WTre the remains of the property tax felt to be that the Com- 
mission of 1835 recommended the entire abolition of the tra.de- 
stent, as it was called. It was, ho\vever, not until 1896 that the 
whole system of borough contribution to the cess was abolislied 
and with it all attempts to raise any part of the tax from per- 
sonal property,^ That w^as the end of the state general prop- 
erty tax in Scotland, 

In other countries the history of the property tax is identical. 
In France the taille was of two kinds; the taille recllej which 
was levied only on lands in the pays d'etat; and the taille person- 
nelle, nominally a general propert y tax levied in the pays d' election 
which constituted the greater portion of France. In reality the 
taille person nelle was assessed only on the families or households 
of the non-nobles {rotnriers), and it became practically a land 
tax like the taille rMle; for the wealthy owners of personalty 
soon acquired the same privileges as the nobility. Vauban 
tells us that the taille as a tax on movables was assessed only on 
the poorest classes."* Sully, indeed, endeavored in 1660 to 

^Turner, op. cit., p. 159. 

2 Ibid., pp. 104, 105, 183. 

2 Ibid., p. 107. 

^ “En rc^sum^ la taille 6tait un imp6t territorial qui n'atteignait que lea 
preprint a ires les plus pauvres du royaiirae, et une taxc mobili^re qui port ait 
exclusivcrnent sur les classes les moins riches de la socidtO.’' Dime royale, 
p. 32 of Daire’s edition. 
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restore the principles of the general property tax and to assess 
personalty as well as realty.^ But he failed ignobly; for, at the 
close of the seventeenth century, the great work of Boisguillebert 
is full of bitter complaint and lamentation.^ And when the 
attempt was made in the eighteenth century to supplement 
the taille by the dixiemcs and vinfjiiemeSy like the tenths or 
fifteenths of old in England, the new tax again soon became 
virtually a land tax.*^ The development was inevitable, and it 
resulted during the Revolution in the total abolition of the 
general property taxes. 

In Germany, the mediawal assessment lists to be filled out 
by the taxpayer bear a striking resem})lance to those still used 
in some of the American commonwealths.'^ ]^ut there, as here, 
it became continually more difficult to reach personal property. 
In Prussia (Brandenburg) this was true already at an early 
period.^ In Bavaria as well as in Austria the nobility and the 
richer commercial class sina^eeded at the end of the sixteenth 
century in shoving the main burdens on the shoulders of the 
rural population.^' And in the other German states the equal 
property tax remained so only in name.^ 

In the Neth(‘rlan(ls, the general property tax or two hun- 
dreth seemed in the seventeenth century to possess some ad- 
vantages in English eyes. We are told by a pamphleteer that 

^ Sully ordered the officials to assess contributors ‘‘a raison de leurs fac- 
ulty's, quelque part (|u’elles soicait, meubles on immeubles, heritages nobles 
ou roturiers, trafic (d- industrie.^’ Cf. Clamageran, Jlistoire de rimpdt, ii., 

p. 

2 ‘‘ II n’y a pjis le tiers de la France qui y contribue, idy ay ant que k^s jdus 
faibles, et l(‘.s j)lus iniserables; eii sorte qu’ellos les ruinent absolument.” 
Le dHail dc la France, (diap. iii. 

® ‘'Dans la pratique, Feleinent foncier predorninait presque exclusive- 
ment.^' Stourni, Les ^nances de I’aitcien rerjlme et de la revolutio7i, i., p. 
240. See also N(*cker, De V administration des finances de la France, i., 
p. 159. It must be noted, however, that these taxes were calculated on the 
basis of income, rather than of selling value. For details, see Seligrnan, 
The Income Tax,2i\ ed., 1914, pp. 51-53. 

^ For a typical list of 1531, see Bielf eld, Geschichte des maydehurgischen 
Steuerwesens von der Reformationszeit, pp. 19-23. 

® Schmoller, “Die Epo(‘hen der preussischen Finanzpolitik,” in his Jahr- 
buck, i., pp. 42, 49. Cf. his “Studien tlber die wirthschaftlitdie Politik Fried- 
richs des Grossen,^^ in the Jahrbuch, viii., p. 38, for Brandenburg; viii., p 
1011, X., p. 330, and x., p. 350, for Magdeburg. Cf. also F. J. Neumann, 
Die personlichen Steuern vom Einkommen, 1890, p. 232. 

® Hoffmann, Geschichte der direkten Stenern in Baiern, p. 70. 

’ Wagner, Finanzwissenschaft, iii. (1st edition), pp. 62, 77, 80. 
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^‘The two hundredth part is assessed upon tlu^ whole bulke of a mans 
substance so that whoever is worth two hundred shillings or in pounds 
payes in one to the treasury, for foure. hundred and so pro])ortionably : 
but some may say, how can the magistrate make a true estimate of 
every mans private fortunes? 8 iii(^e iK)ne easily betray their opulence 
or indigciiee; whence may be infc'r’d, that th(‘ magistrate often declines 
the way of equity, seeing it cannot be but that some will pass(; for 
poorer, others for richer than indeed they ar('. This difficulty is pre- 
vented by a prudent temper and niod(‘ration. . . . Most men !)eing 
ambitious and having the repute of o])ulent, many from whom the 
magistrate exacts too much, ehuse ratlaa to pay then ])roclaime the 
slendernessci of their fortuiu's. vSo that vice itselfe su})ports vertuc and 
rcall profit, is reap('d from wealth imaginery.” ^ 

Plalf a century later, however, the testimony of writers on the 
spot shows that the general ]n-operty tax in Holland worked 
just as badly as elsewhere. We hear that: 

‘‘Finally, in an extreme necessity of moiu'y, there may be impos’d a 
general tax on all the moveable and immoveable (vstatos of the inhab- 
itants. I say in an unusual great necessity, because by these tax(.*s 
there would fall a gn'ater hardship upon the common inhabitants than 
could fall by an 3 ^ other ('XjK^dient of this nature. And seeing tlie as- 
sessors are wholly ignorant of mens ])ersonal estates or wdiat tlu in- 
habitants do owe, or is owing to them; and if they did know th(^. value 
of them yet could tluy not tax tlaiin so equally as ma}" be doin' in tiie 
case of immoveable goods: We may tlu'n'fore easib’' s(H', what l)y 
favour and hatred, and by ignorance of the assessors, that there must 
be an intoleral)le iiK'ciuality in bearing this tax. Those that would 
honestly dedans the'ir estate's might lighten tlic tax; but the frauduh'nt 
will unavoidably make it heavier.’^ " 

In Italy the development of the property tax can be clearly 
studied in Florentine history. The esihno, at first assessed 
with comparative equality, soon became hone^a^ombed w-ith 
abuses. Personalty slipped out of the lists, the ricii bankers 
entirely escaped, and tlie wdiole load of taxation fell with crusli- 
ing force on th(' small owmcirs, pojmlo mdnuto. Hundreds were 
completely ruiiK'd and compiell^'d to seek refuge in exile. The 

^ The City Alarum or the Weeke of our Miscarriages, etc., whcrennio is 
annexed o, treatise of the Excize, Ijoiidon, 1045, pp. 29. 

2 The True I nterest and Political Maxims of the Repuhlick of Holland and 
West Friesland. By John DeWitt, and other Great Men in Holland, 
London, 1702, pp. 109-110. 

^ Cf. L<^on Say, Les solutions deniocratiques de la question dcs impdts, i., 
p. 209 ei seq., especialb' pp. 222 , 229. He gives no references. For a full 
history, see Baer, “/i Cataslo Fiorentino ncl sccolo xv.,” Nicova Aniologia- 
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discontent became so loud that after threats of revolution 
and disorder the estimo was finally supplanted in 1427 by the 
new tax, catadOj to be levied on the personalty of traders and 
bankers as well as on realty. Machiavelli gives us an interesting 
account of the opposition of the nobles, who were at the same 
time great financiers.^ But the new general property tax went 
the way of its predecessors. When we read of the subterfuges 
and evasions, of the strenuous efforts on the part of the state 
to compel the listing of personalty and of the dismal failure of 
the attempts, we se(jm to be reading the present-day reports of 
American (commonwealth assessors or comptrollers. Their ex- 
perience was Y3recisely the same as ours. In 1431 only fifty- 
two persons ])aid the tax on trade capital, although the amount 
of siKch capital must have been immense. And in 1495 the tax 
was made in name, wdiat it had long been in fact,^ — a tax on 
immovables only. Personalty, as such, w^as henceforth legally 
exempt. The general property tax had again become a land tax. 

Throughout Europe the local proj)crty tax also has become 
a tax on real estate. In England the wdiole system of local 
taxation is based on the poor rate, according to the statute of 
1001 which mentioned as liable to t-lie tax not only occupiers 
of lands, houses, dc., but every inhabitant, x)arson and vicar. 
The tax w^as a general property tax levied according to the 
ability of the individual, ad staiiwi ct facilitates^ as tlie courts 
I)ut it. At first land wais assessed, as everywhere else at the 
beginning, simply according to the number of acres; but by 
the time of William III., rental value w\as substituted for mere 
quantity as the test of ability. Sin(*e i)ersonal property also 
was taxable, this was, how^ever, simply a general property tux. 
Yet from an earl 3^ period the rule was adopted that all personal 
property liable must be local, visible and productive of a profit.^ 
Tims intangi])le personalty, tangible i)ersonalty kept in the 
owner’s hands, earnings from personal abilities, and profits 
from moneys invested or lent at interest in another parish w^ere 
exempt as being either unproductive, invisible, or not possessing 

vol. 17 (1871) and the book of Canestrini quoted in the next note but 
one. 

^ History of Florence, iv., p. 14 (vol. i., p. 181 of Detmold's translation). 

* Canestrini, La Sdenza e VArte di Staio, Ulmposta sulla Richezza 
Mobile ed Immobile (1867), i., pp. 108, 115, 321, etc. 

® In 1633 it was decidi'd that ^Hhe assessments are to be according to the 
visible estates, real and personal, of the inhabitants.^’ Sir Anthony Earby’s 
Case, 2 Bulstrode, 354. 
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a local situs} The only property not excluded by these condi- 
tions was stock in trade, hut it was not until the industrial revolu- 
tion toward the close of the eighteenth century that the matter 
became of importance. Lord Mansfield in 1775 showed the 
impolicy of such action; “ but although the liability of stock in 
trade was hotly disputed, it was affirmed by Lord Kenyon in 
1795.^ The results were doubly disastrous in the ])laces where 
it was tried: the early success of the experiment led the justices 
of the peace to begin that improvident method of poor relief 
known as the allowance' system;** and the practice of rating 
stock in trade, which was confined to the old clothing district 
in the south and west of England, resulted in the rapid decline 
of the ancient staple industry and a transfer of the business to 
Yorkshire, where personalty was not assessed.*’ When the 
principle was testecl in another distric't in 1S39, the (ourts again 
upheld the practice.® As a conseciueiu'e, a. law was passed which 
exempted personalty from taxation,' but it was powerless to 
bring the trade back to its old channels. Th(^ exempting law 
was enacted for only a year, but it has been annually renewed 
ever since.® Thus for the last half century the local ])ropf'rty 
tax in England has been legally as well as actually a tax on pro- 
ductive real estate aloiie.^ 

^ Report of the Poor Law Commisy,io))cr,s on Local Taxation, 1843, 8vo 
edition (1844), p. 43 ct seq., and especially pp. 34-38. This (contains an 
excellent history of local taxation in (ireat Britain. A more recent work is 
Edwin Caiman, The History of Local Rates in England, 1890 (2d ed., 1912). 

2 Rex vs, Ringwood, 1 Cov^ p. 320. 

^ Rex vs. Mavst, 1 Bott. 204. For a detailed statement of the case see 
Appendix A to the Report of the Po(/r Law Cotnmissioners on Local Taxa- 
tion, 1843, nos. 35-94. The existc'iK^e of the general property tax can still be 
seen in 1791. Cf, Rex vs. White, 4 T. R. 771. 

* By the Speenhamland Act of 1795. See First Annual Report of the 
Poor Law Commissioners, 1835, p. 207. 

* Report of the Poor Law Commissioners on Local Taxation, 1843, 8vo cnii- 
tion, p. 38. 

* Queen vs. Liimsdaine, 10 Adol and Ellis, 157. 

^ 3 and 4 Viet., chap. 89, provided that it should not be lawful '‘to tax 
any inhabitant in respect of his ability d(;rived from profits of stock in tnule 
or any other property,” except "lands, houses, tithes impropriate, propria- 
tions of tithes, coal mines, or saleable underwoods.” 

® By the Expiring Laws Continuance Act 

® Thorold Rogers, Local Taxation, especially in English Cities and Towns, 
p. 16. Cf. also Cannan, op. ciL, passim.; Noble, Local Taxation, p. 58; Pal- 
grave, Local Taxation in Great Britain, p. 78; Goschen, Reports and Speeches 
on Local Taxation, p. 50; Phillips, "Local Taxation in England and Wales,” 
in Probyn’s Local Government and Taxation in the United Kingdom, p. 502; 
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Scotland has had an especially interesting history because of 
its later industrial development and of the consequent survival 
of the old system almost to our own day.^ The local tax in 
Scotland, as in England, originated with the Poor Act. The 
earliest law providing for compulsory in lieu of voluntary con- 
tributions was the Vagabound Act of 1574, which authorized 
the elders and deacons in towns and the headsmen of rural 
parishes ^'by their good discretion to tax and stent the whole 
inhabitants of the parish . . . according to the estimation of 
their substance. The ^‘steut-roll’^ was to be revised yearly 
according to the increase or diminution of men's goods and 
substance." In 1G49 a more general act was passed empowering 
the commissioners, when they found the voluntary contribu- 
tions inadequate, to stent the parishes according to their ability 
and wealth. In all these matters the criterion of ability was 
declared to be the ^^estates and conditions" or the ‘^goods and 
substance " of the inhabitants."'^ In 1()G3 the important change 
was introduced that one half of the charge was to be assessed 
on lands and only the other half on the inhabitants according 
to their means and substance. In 1G92 this was made a general 
rule.'* For a long time the tax in(4ud(‘d personal estates and 
even the incjome of i)rofessioiial classes and artisans.*' In the 
various boroughs and parishes the practice was exceedingly 
diversified, although personal property in most cases slipped out 
of the assessment. The Act of 1845 granted wide option to 
the parochial boards. Several alterations were permitted, 
one of which included an assessment ‘^upon the whole inhabit- 
ants according to their means and substance." ^ By 1847 out 
of 558 parishes that used their rating powers only 71 employed 
the method of means and substance, the great mass imposing 

Bilinski, Die GcmcindehestfUjArung und deren Reform^ p. 35 ct scq. See also 
Hedley, Observations on the Incidence of Local Taxation (1884), who opposes 
the exemption of stock in trade and the at t empts to machinery exempted 
from ratability. Cf. G. H. Blunden, Local Taxation and Fmunce, 1895. 
Some interestiiig material may also be found in J. J. O’Meara, Municipal 
Taxation at Home and Abroad, 1894. 

William Kennedy, English Taxation, 164(^1799, London, 1913, pp. 20, 
47, thinks that I have not allowed sufficiently for the income idea in the 
mediaeval property taxes. Hut see Bruno Moll, Znr Gcschichte der englischen 
und arnerikanischen Verniogenstcnem, 1912, esp. pp. 17-35 where my con- 
clusions are confirmed. 

^ Cf. especially the work of Turner, cited supra, p. 49, note 3. 
p. 14. « im. ^Ibid., pp. 21, 34. 

^Ibid., p. 38. ^Ibid., pp. 44-45. 
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the tax on real estate, one-half on owners and one-half on 
occupiers. By 1860 out of 752 parishes onl 3 ^ 25 used the means 
and substance” method. In 1861 the Baxter Act abolished 
rating on means and substance in all parishes where it had been 
introduced since 1845. A very few parishes n^aiiu'd the sys- 
tem by right of usage previous to 1845, the last to maintain 
the custom being Greenock, where it continued to exist accord- 
ing to a curious!}’ progressive scale, until 1880.^ 4'he syst(an 
was abolislied because it was hnall}^ realized by tlu^ owners 
of real estate that the exemption of pcTsonalty really increascnl, 
rather than diminished, the value of Ihctir own real proi)erty.“ 
Thus came to an end th(‘ local general property tax in Scotland. 
As we have seen above, it was only a few years more bct'ore 
the state general property tax followed suit. 

History thus ever^^where tea(*hes tlie same lesson. As soon 
as the idea of direct taxation has forceil i1s(‘]f into recognition, 
it assumes the practical shap(‘ of tlu^ land tax. This soon de- 
velops into the general propert.y tax which long remains Hk' 
index of ability to pay. But as soon as tbe mass of |)ro[xTty 
splits up, the prop('rty tax becomt's an anachronism. The 
various kinds of personalty escapes until finally the genc'ral 
property tax completes the cycle* of its (l(*v(*lopm('nt and re*- 
verts to its original form of the real i)r()p(‘rt 3 ^ tax. The projxat.v 
tax in the United State's is simply erne instance of this universal 
tendency; it is ne)t an AmeTican invention, but a relic e>f mediee- 
valism. In substance, although not in name, it lias gone^ through 
every phase of the development, anel any attempt to e*scape* 
the shoe:king evils of the pre*sent b}^ making it a ge^nenal pro])- 
erty tax in fact as well as in name is foreMleiomeel to failure. 
The general property tax as the chief source of rewenue is im- 
possible in any complicate*el seicial organism. Me'diaeval methods 
cannot succeed amid modern facts 

V. Theory of the General Property Tax 

While it is generally confessed that the property tax, as 
administered in the United States, is a failure, it is sometimes 
contended that if thoroughly executed it would be a just tax. ^ 

1 Ibid., pp. 48-49. 2 p 52 . Supra, p. .50. 

* '‘While there is no fairer or better modi* of taxation than the ad valorem 
system properly and justly administered, tliere is none more oppressive or 
unjust and unequal when loosely or imperfectly executed.'^ Report of the 
Comptroller-General of Georgia, 1894, p. 5. 
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The theory of the j!;en(Tal property tax d(‘signed as the sole or 
principal source of state and local rev(‘nue, as set forth in almost 
all our stat(i constitutions, is held to he correct in principle. 
Is this true? 

In the first place we must disabuse ourselves of the idea 
that property, as such, owes any duty to pay taxes. The state 
has direct relations not with property, but with persons. It 
is the individual who, from the v(‘ry fact of his (‘xistence within 
th(‘ state', is und(‘r definite oblifj^ations toward th(^ state, of 
which the very first is to proU'ct and support it. The state, 
imhu'd, can exist without the^ particailar individual, but the 
individual cannot exist without the state. Every civilized 
community professes to tax the individual ac(,*ording to his 
ability to pay, which may, indeed, b(' measured by his prop- 
(‘rty or by any other standard. In the last instance, however, 
it is tlie individual who really owes this duty. 

Bui is proi)erty the true test of ability? In primitive com- 
munities it is to a certain extent. Every freeman is a proprietor, 
and all ar(‘ su])ported by the i)roduce of the land. Comparative 
equality of wealth gives com])arative equality of opportunity, 
and the finer differences in ability to pay are not yet recognized. 
In the early stages of society property is indeed a rough test 
of ability. 

But a chang(' soon sets in. As society differentiates, classes 
arise wlio support themselves not from their property', but from 
their earnings. Manifestly he who earns a salary cannot be 
declared ('iitirely devoid of ability to x)ay, as compared with one 
who re(*eiv(?s Ihe same amount as interest on a princi})al, or as 
])rofits on prox)ca'ty. Moreover, the j)roductiveness of x^roperty 
becomes a controlling element in cak'ulating the owner’s ability. 
Of two factory owners, one may be running full time and making 
large profits; the other may be compelled to keep his factory 
closed, earning nothing. Of two landowners, one may employ im- 
proved processes and enjoy a large product; the other, although 
on equally valuable land, may suffer climatic reverses and 
X)roduce far less. Of two capitalists, one may invest his property 
so as to obtain large proceeds; the other may put an equal 
amount into an enterprise which yields very little. It is plainly 
inc’orrect to say that the ability in these cases varies with the 
property. The test of ability is shifted from property to 
product, proceeds or earnings. 

The Iruth of this principle is faintly recognized in the legis- 
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lation of all countries one step removed from the primitive tax 
system. Its application can be seen in some of the mediaeval 
town taxes, where the earnings of the artisans and tradesmen 
were taxable, as evidences of ability or faculty, side by side with 
the property of others. It can be seen also in various attempts 
of mediaeval states to tax the ])roceeds or rents of land, the 
salaries of officials and the products of individual exertion. In 
like manner, it can be seen in the early legislation of the Ameri- 
can colonies. Thus the law tax of 1634 in Massachusetts Bay 
provided for the assessment of each man according to his 
estate and with consideration of ail other his abilit^yes what- 
soever.’' The measure of ability, however, was still pro])erty, 
as appears from the provision of 1G35 that ‘^all men siiall be 
rated for their wholes abilitie, wheresoever it lies.'’ By IGIG, the 
glimmering of the new idea is seen; for the law now provides 
not only for rating of all “estates, both real and personal,” but 
also for the taxation of “manual persons and artists,” who 
“are to be rated for returns and gains proportionabh' unto other 
men for the produce of their estates.” In other words, not only 
property but product was taken into a.c(*ount. In many of the 
other American colonies, also, the profits of (‘ortain classes were 
taxable like the produce of estates, by what was known as the 
faculty tax or the assessment on the faculty.^ We s(‘e, there- 
fore, how wide of the mark is the statenumt that the system 
which the Americans instinctively adoptcnl was “the efiual 
taxation of property, th(' non-ta.xation of labor.” 

In the colonies, indited, these laws mark only the first faint 
attempts to substitute ])rodu(‘t for property as the basis of 
taxation. Later on, the distinction was lost sight of and the 
attempt abandoned. But in Europe the development con- 
tinued and the basis of the tax sy^stem w^is changed from proj)- 
erty to product. Thus taxes on land, houses, wag(\s, salaries, 
interest, profits, etc., gradually supplanted the property tax, and 
formed a more or less compkde system based on product. In 
modern societies, as we have seen, the basis of taxation has 
very recently again shifted from product to income. The 
point here to be noticed is that throughout all Europe the 
mediaeval basis of taxation — the mass of property — was aban- 
doned because it no longer corresponded to the demands of jus- 
tice. The property tax is theoretically unjust because property 

^ For the details of this development seoSeligman, The Income Tax, 1911, 
367 et seq. 
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no longer measures the ability to pay — because property has 
been replaced by product as an index to faculty. 

This is the reason for the failure of the property tax. It 
has, indeed, been contended by some, as, for instance, by Presi- 
dent Walker, that the fatal defect of the property tax consists 
in its constituting a penalty on savings.^ This criticism seems 
to be questionable, for the same objection would attach to any 
tax based on income just so far as in(‘ome exceeds expendi- 
tures. An income tax on th(i surplus is ecjually a tax on sav- 
ings. There is no difference in Ibis respect between a property 
tax and this portion of an income tax. The only logical con- 
clusion from this o})jc(^tion to the projx?rty tax is a tax on ex- 
pense. If we wish to avoid taxing savings, we must tax only 
expenditure. And yet President Walker correctly opposes the 
expense tax as the most unjust of all. The property tax is un- 
just, not because it is a penalty on savings, but because prop- 
erty is no longer a measure of al)ility. 

Theni is not a single scientist of note who upholds the prop- 
erty tax as the sole or chief direct (contribution. Some of the 
( Jerman writers on finance do, indeed, advocate a general prop- 
erty tax, but simply as a subordinate supplement to all existing 
direct taxes,^ and mainly as an adjunc^t to the income tax, in 
order to tax income from propc^rty more than professional or 
individual earnings. These writers, however, overlook the 
fact that the same result may be attained by making a differ- 
ence in the rate of the income tax, as in Italy. The post-bellum 
examples of the taxation of property in the shape of a capital 
levy as in Germany and Italy in 1920 not only constitute supple- 
mentary sources of revenue but are obviously emergency meas- 
ures and not subject to repetition. 

One oth(T argument of somewhat more weight is sometimes 
advanced in favor of the property tax, viz,, that under any 
other system unproductive property, like jewellery, art collec- 
tions, unimprovc'd lands, etc., would be exempt. This con- 
sideration at its best does not justify a general property tax, 
but a tax on special kinds of property. Entirely apart from 
the impolicy of taxing art collections, or the impossibility of 

^ Political Science Quarterly, vol. iii. (1888), p. 3. 

^Cf. Gustav Cohn, Finanzwissenschaft, §475; “Neben der Erwerbsbe- 
eteuerung bleibt f Hr die Besitzbesteuerung heiito nur ein beschrankter Kaum 
Ubrig.’' See the English translation, p. 56t): “The taxation ol earnings as 
it exists to-day loaves but scant room for taxes on possessions." 
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discovering jewellery, or the utter insignificance of this kind of 
property when compared with the total national wealth, the 
argument is defective. The conversion of capital into unpro- 
ductive wealth of itself destroys the revenue, which is the only 
true fund for the payment of taxes. It is undeniable that if 
the property were i)ro(lu(!tive, and if the tax were levied on the 
product, the owner would pay a larger sum. But on the other 
hand, his revenue would be still greater* and his annual sur- 
plus above the tax would constitute an c‘ver-increasing pro- 
ductive fund. To leave unproductive propc^rty frc'e may thus 
indeed h^ssen the share of the government, but seems to b(^ 
nothing more than justice to th(‘ individual. His renunciation 
of revenue diminishes pro tanto his tax-paying al)ility. It is 
really only because of the belief that the possession of these 
articles of consumption involves an (^xixaiditure for tlieir main- 
tenance, or forms an indirect proof that tlu‘ir owikt is able not 
only to retain these articles of luxury, but also to liv(' in com- 
fort on his income, that we attempt to tax this kind of property. 
In other words, just as relative (‘xpendit ures of certain kinds 
afford a rough criterion of a man’s incoivK', because his stand- 
ard of living usually bears a fairly d(‘finiten‘]ation to his income, 
so the taxation of special articles of pro[)erty may r(‘ally 1)0 con- 
sidered an indirect way of getting at relative revenue. But 
precisely Ix'cause it is very rough and indirt‘ct, it is in the main 
unsatisfactory. 

The great ehraent of reason in the demand for the taxation 
of unproductive property is to be found in the assessment of 
real estate. It is an undoubted fact that r(\‘d (\state is often 
held for speculative purposes, and that it is the duty of the 
community not to encourage such speculation by exempting 
vacant lands from taxation. The owner ('xp(‘cts to reap from 
the future value of the land, whether he sc'lls or kee])s it, a sum 
more than sufficient to namnpense him for his outlay and intin- 
vening loss of interest and profit. He is prospectively earning 
an annual revenue from the land, whose present unproductive- 
ness is technical rather than real. It is thus perfectly logical 
to tax unproductive real (estate even though the basis of taxa- 
tion be product rather than property. It is the estimated, 
rather than the actual, product that is taxed. 

But even granting that there is this justification for a tax on 
certain forms of unprotluctive property, it would not strengthen 
the case for a general property tax. At best it would simply 
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mean that the tax on product should be supplemented by 
a tax on certain kinds of unproductive property, which are 
really prospectively productive. No one has ever objected to a 
real estate tax, whether it be levied on tlic basis of value or of 
assumed product. But a real estate tax is not a fj^eneral property 
tax; the principle of the real estate tax does not signify that 
property in general should be made the test of aVnlity to pay. 
We may, therefore, still assert that if there are any evils arising 
from the al)sence of a gen(*ral property tax, they ar(‘ slight when 
compared to the evils inseparable from its existence. 

VI . Conclusion 

From the preceding survey it is difficult to escape the con- 
clusion that th(^ general property tax as the main source of 
public revenue is a failure from the triple standpoint of history, 
theory and practice. 

Historicnllyy the property tax was once well-nigh universal. 
Far from being an original idea which the Americans instinc- 
tively adopted, it is found in all (^arly societies whose economic 
(conditions were similar to those of the American coloni(^s. It 
was the first crude att(mipt to attain a sccmblance of ecjuity, 
and it at first responded roughly to the demands of democratic 
justice. In a community mainly agricultural, the property tox 
was not unsuited to the social conditions. But as soon as com- 
mercial and industrial (considerati(3ns (*ame to the foreground 
in national or municipal life, the pro])erty tax decayed, became 
a shadow of its former self and, wliile pn^fessing to be a tax on 
all property, ultimately turned into a tax on real property. 
The disparity between facts and app('arances, between prac- 
tice and theory, almost everywhere b('c,ame so evidcmt and 
engendered such misery, that the property tax was gradually 
relegated to a subordinate position in the fiscal system, and was 
at last completely abolished. All attempts to stem the current 
and to prolong tlie tax by a more stringent administration had 
no effect but that of injurious reaction on the morale of the com- 
munity. America is to-day the only great nation deaf to the 
warnings of history. But it is fast nearing the stage where it, 
too, will have to submit to the inevitable. 

Theoretically j we have found that the general property tax 
is deficient in two respects. First, the theory presupposes that 
there is an ascertainable general property — a definite surplus 
of assets over liabilities. In primitive social conditions this is 
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true; there is a composite mass of property, because there is no 
industrial differentiation. But in the modern age property is 
split up into a hundred elements, so that if we attempt to tax 
each element separately, it is often impossible to decide from 
which category deductions are to be made for indebtedness. 
An individual, for instance, owes more on his book accounts 
than is due to him. Granting that he therefore pays no tax 
on his book accounts, shall he be permitted to deduct this sur- 
plus of debt from the value of his real estate? This is mani- 
festly inadmissible. And yet unless this is done he is taxed not 
on his property, but on his surj^lus of debt — not on his real 
assets, but on what he owes; not on his ability, but on his 
liability. The theory of the property tax is not carried out; 
and it cannot be carried out because the conditions of the 
theory fail. The general mass of property has disappeared, and 
with it vanishes the foundation of the general property tax. 

Secondly, the property tax is faulty, because property is 
no longer a criterion of faculty or tax-paying capacity. Two 
equal masses of property may be unequally productive, and 
hence unequally affect the margin of income from which the 
public contributions arc paid. The standard of ability has 
been shifted from property to product; the test now is not the 
extent, but the productivity, of wealth. And since revenue is a 
better index than wealth, the vast class of earnings derived 
not from property but from exertion is completely and unjusti- 
fiably exempted by the taxation of property alone. The theory 
of the property tax again fails because the conditions of the 
theory have disappeared. 

Practically, the general property tax as actually admin- 
istered is beyond all doubt one of the worst taxes known in the 
civilized world. ‘Because of its attempt to tax intangible as 
well as tangible things, it sins against the cardinal rules of uni- 
formity, of equality and of universality of taxation. It puts 
a premium on dishonesty and debauches the public conscience; 
it reduces deception to a system, and makes a science of knavery ; 
it presses hardest on those leavst able to pay; it imposes double 
taxation on one man and grants entire immunity to the next. 
In short, the general property tax is so flagrantly inequitable, 
that its retention can be explained only through ignorance or 
inertia. It is the cause of such crying injustice that its altera^ 
tion or its abolition must become the battle cry of every states- 
man and reformer. 
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CHAPTER III 


THE SINGLE TAX 

Among the projects for social and tax reform, few have been 
more earnestly and enthusiastically supported than the single 
tax. Many persons, however, have only a faint idea of what the 
project really is; while others have been so influenced by the 
alluring arguments of its advocates, that they have not troubled 
themselves to investigate the problem from the standpoint of 
modern economic science. Let us attempt, in the following 
pages, to explain the nature of the single tax and to consider 
critically the arguments that are commonly urged in its fa\ or. 

I. What is the Single Tax? 

In the first place, the single tax denotes, as its name implies, 
the only tax, the exclusive tax, the tax on some one class of 
things. The idea that the wants of the state may be supplied 
by such a tax is not a new one. During the seventeenth and 
eighteenth centuries, a band of reformers in England as well 
as on the continent put forward the idea of a single tax on ex- 
pense.^ So many of the privileged classes had succeeded in 
securing exemption from the various direct taxes, that it was 
hoped to realize a substantial universality of taxation by taxing 
everybody on his expenditure; and since it was supposed that 
this tax could be evaded by no one, it was for a time very popular. 
Later on in the eighteenth century there was a party in Eng- 
land whose motto was a single tax on houses.^ Again, at the 
beginning of the nineteenth century the experience of England 
with the income tax led a number of writers on the continent 
to advance the plan of a single tax on incomes.^ Toward the 
middle of the century, again, a single stamp tax was aHwcated 

^ Sujrray p. 8. * C/. Seligman, The Shifting and Incidence of Taxation, 
4th ed., 1921. 

* For the first suggestion of this see An Essay on the Ineqvality of our 
Present Taxes, 1746. For the German advocates see Seligman, The Income 
Tax, 2d ed., 1914, pp. 234-236. 
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in France .^ and a generation later, the project of a single tax on 
capital was enthusiastically advocatcxl not by socialists, but by 
conservative reformers.^ The single tax proclai med ir^L-HeJory 
GeorgaiaiiiiwiMpiy^t^^ of many similar schemes that have 
been propounded; and it is not improbable that after it has dis- 
appeared economists of the future will be occupied in dealing 
with yet another form of single tax. 

The present scheme is a single tax on land values — that is, 
a tax on the value of the bare land irrespective of the buildings 
or other improvements in or on the land. Curiously enough 
the taxation of land has been supported by two lines of argument 
which are fundamentally opposed. Thus about a generation ago 
Mr. Isaac Sherman, an emintmt citizen of the city of New York, 
proposed a plan by which all state and local taxes at least were 
to be levied on real estate. Mr. Sherman and his followers con- 
fessed that taxes ought to be bornc^ by the whole community. 
They favored the taxation of land on the theory that the tax 
would be shifted from the landowner to the consumer, and would 
thus be diffused throughout the community. As every one is a 
consumer, each would in the end bear his share of the burden. 
The tax would, moreover, have the additional merits of sim- 
plicity and convenience. 

Many people to-day declare their adhesion to a tax on land 
for this reason. But it is remarkable that what constitutes 
the chief advantage of the tax in the eyes of this party is re- 
garded in precisely the opposite way by the real advocates 
of the single tax on land values. Mr. Sherman said that the 
tax on real estate is to be recommended because it falls only 
nominally on the owner, and is in fact shifted to the consumer. 
Mr. George said that the tax on land values will stay where it 
is put, namely, on the landowner, and that it is to be recom- 
mended precisely because it will not be shifted to the consumer. 
The difference between the two theories could not be more 
fundamental. 

As between these two theories, there is a substantial con- 
sensus of opinion among economists that Mr. George is correct. 
From the time of Ricardo, it has been well-nigh universally con- 
fessed that a tax on land values, i.e. a tax on economic rent, 

^ Alexis Wilhelm, Projet dHmpdi unique universal sur la fortune puhlique, 
Paris, 1850. 

2 Especially Menier and his followers. For these see Seligman, The In- 
come TaXs 2d ed., 1914, p. 290. 
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will fall wholly on the owner. ^ This is precisely the reason why 
the scheme is advocated by the single-taxers, who desire to tax 
the landowner out of existence' — to take away from the owner 
of the land all his revenue rights in the land. The essential 
antagonism between the two schemes, ther('fore, cannot be 
emphasized too strongly. The one desires a land tax because 
it will be borne by the whole community; the other dc^sires a 
tax on land values because it will be borne not by the whole 
community, but i)y a particular class. Yet many persons who 
really favor the former theory mistakenly give their adhesion to 
the latter. There are many self-styled single-taxers who simply 
believe that a land tax is the most convenient of all methods for 
securing the d('sired (xiuality of burden. In realit}^, there is no 
kinship bidween them and the single-taxers proper. Mr. George 
warns us not to confuse a tax on land with a tax on land value. 

Another point which needs especial emphasis is the distinc- 
tion to be obs('rved b('tw('('n the single tax and a tax on land 
values. Th(' single tax with which we have to deal is indeed a 
tax on land values, but a tax on land values is not necessarily 
a single tax. The essential feature of the single tax is the 
singleness of the tax — the demand for the abolition of all other 
taxes and the substitution of a tax on land values. This is 
something quite different from the demand for a tax on hind 
values as a supj)lement to other taxes. The addition in recent 
years of a tax on land values to the tax systems of various 
countries must not be interpretcid to be an acceptance of the 
single-tax philosophy. The more modern advocates of the 
^‘single tax limited, t. e. a local tax on land values plus a state 
tax on corporations, j)lus perhaps a national income tax are 
really not single-taxers at all. The distinction between the 
single tax and a tax on land values is of fundamental importance. 

II. The General Theory 

The general economic theory on which the demand for the 
single tax is based may be summed up in a few words. Land is 
the creation of God; it is not the result of any man^s labor; no 
one, therefore, has a right to own land. Increase in the value 
of land is due mainly to the growth of the community; like the 
land itself, it is not the result of any individual effort; it is an 
unearned increment which properly belongs to society. More- 

* See Seligman, The Shifting and Incidence of Taxation ^ 4th od., 1921, 
pp. 281-287. 
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over, private property in land is undoubtedly the cause of all 
social evils. It therefore becomes the duty of the government 
to take what rightfully belongs to the whole community. Every 
one may still retain the result of his own labor; but the value 
of the bare land, the economic rent, must be taken for the state. 
In this way, and in this way alone, can the social problem l)e 
solved. The consequences are epitomized as follows in the 
platform of the Single Tax League: “It would solve the lal)or 
problem, do away with involuntary poverty, raise wag(\s in all 
occupations to the full earnings of labor, mak(^ over-production 
impossible until all human wants :ire satisfied, render labor- 
saving inventions a blessing to all, and cause sucdi an enormous 
production and such an equitable distribution of wc^alth as 
would give to all comfort, leisure, and participation in the ad- 
vantages of an advancing civilization.^^ 

This is an inviting prospect. It is not so much a mcdhod of 
tax reform, as a panacea for human ills, that is here set forth. 
It would be interesting to discuss this fine fabric of tlui idc'al. 
But we must be more modest and (confine our attention to the 
scheme primarily as a practical method of tax reform. 

In order to attain a basis for this discussion, it is necessary 
to allude to the two fundamental do(*trines on which the plan 
is founded. The first is the underlying theory of private 
property; the second is the theory of the relation of the individ- 
ual to the public purse. 

In the first place, the single-tax theory of prope rty is the 
labor theory — the theory that individual human labor (‘on- 
stitutes the only clear title to property. It would be interesting, 
were there space, to trace the genesis of this doctrine. The 
Romans, as is well known, had an entirely different theory — 
the occupation theory, based on the right of the first occupant. 
Against this rather brutal doctrine, which in the early middle 
ages paved the way for intolerable abuses, the philosophers 
advanced the labor theory, hoping thereby to bring about a 
reform in actual institutions. The labor theory went hand in 
hand with the doctrine of natural rights, which was the result 
of an earnest attempt to abolish the abuses of the ancien regime, 
and which came to a climax in the eighteenth century. Modern 
jurisprudence and modern political philosophy, however, have 
incontestably proved the mistake underlying this assumption 
of natural law or natural rights. They have shown that nat ural 
law is simply the idea of particular thinkers of a particular age of 
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what ought to be law. These particular thinkers, indeed, often 
influence the social consciousness, as they in turn are influenced 
by it, so that natural law may be called law in the making. But 
at any given time it represents simply an ideal. Whether that 
ideal will approve itself to society dep(aids on a variety of cir- 
cumstances, but chiefly on the question whether society is 
prepared for the change. Just as the modern theory of juris- 
prudence is sociological in character, so also the modern theory 
of property may be called the social utility theory.^ 

The social utility theory says that just as all law, all order and 
all justice are t he direct outgrowths of social causes, and just 
as private ethics is nothing but the cons(»querice of social ethi(^s, 
so private propc^rty is to be juslifi(^d sim])ly by the fact that it 
is the last stage of a slow and painful social evolution. At the 
outset, property, and especially property in land, was largely 
owned in common. It w'as only through the gradual progress of 
economic and social forces that private property came to be 
recognized as tending on the whole to further the welfare of 
the entire community. The social utility theory does not, of 
course, mean that what has once been must always be. It is 
not a reactionary doctrine wdiich looks upon all that is as good. 
It simply maintains that the burden of proof is alwaj^s upon 
the party urging ilm change; and that when the change ad- 
vocated is a direct reversal of the progress of centuries, and 
a reversion to j)rimitive conditions a\vay from which all history 
has travelled, the ne(!essity for its absolute proof becomes far 
stronger. The nationalization of land is a demand which, in 
order to win general acceptance, must be based on theories 
independent of the doctrine of natural rights. 

Even though we accept the theory of natural rights, we need 
not therefore accept the single tax. If it is said that the value 
of land is the work of the community, and that in consequence 
every one has a natural right to it, how can we logically deny 
that the value of any so-called product is, at least partly, the 
work of the community? Mr. George bases his defence of private 
property in commodities other than land on the labor theory. 
Yet individual labor, it may be said, has never by itself produced 
anything in civilized society. Take, for example, the workman 

* For a good exposition of the insiiffieiency of the doctrine of natural 
rights, a discussion of whic^h would be out of place here, the reader is referred 
to Ritchie, Natural Rights^ 1895; and, with special reference to the land 
question, to Huxley’s essay on ** Natural Rights,” in his Collected Essays, 
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fashioning a chair. The wood has not been produced by him ; it 
is the gift of nature. The tools that he uses are the result of the 
contributions of others; the house in which he works, the clothes 
he wears, the food he eats (all of which are necessary in civilized 
society to the making of a chair), are tluj result of the (contribu- 
tions of the community, llis safety from robbery and pillage — 
nay, his very existence — is dependent on the ceaseless co- 
operation of the society about him. How can it be said, in the 
face of all this, that his own individual labor •wholly creates 
anything? If it be maintained that he pays for his tools, his 
clothing and his protection, it may be answered that the land- 
owner also pays for the land. Nothing is wholly the result of un- 
aided individual labor. No one has a right to say: This l^elongs 
absolutely and completely to me, because I alone have produced 
it. Society, from this point of vi('W, holds a mortgage on every- 
thing that is produced. The socialists have been in this respect 
more logical; and that perhaps explains why the movement to 
which Mr. George gave such an impetus in Phigland and elsev 
where is fast changing from one in favor of land nationalization 
into one for nationalization of all means of production. The 
socialists, indeed, as well as Mr. George, are in error, because 
the premises of eacdi are WTong. It is not the labor theory, but 
the social utility theory, w^hich is the real defence of private 
property. But if we accc'pt the premisc^s of th(^ single-taxers, w^e 
are inevitably impelled to go further than they do. The dif- 
ference betwa?en property in land and i)roperty in otlier things 
is from the stand])oint of individual verms social effort simply 
one of degree, not of kind. 

The other fundamental doctrine of the advocates of the single 
tax is the theory of benefit, — the doctrine that a man ought to 
contribute to public burdens in proportion to the benefits that 
he receives. The theory is that, since the individual gets a 
special advantage from the community in the shape of unearned 
increment, he ought to make some recompense. To this con- 
tention, two answ^ers may be made: first, that the benefit theory 
of taxation is inadequate; and second, that, even if it were true, 
it would not support the single tax. Let us take up these in turn. 

It is pointed out in another chapter that the payments made 
by the individual to the government are exceedingly diverse 
in character.^ Where the government acts simply as a private 
individual, in performing certain services for the citizen, the 
* InfrOf chap. xiv. 
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payment is a price. It is a case of do ut facias. The govern- 
ment (loos something; the indivuhial givers something. Again, 
even after common interests have developed, the individual 
may ask tlie governnuait to do some particular thing for him, 
to confer some privilege^ ujKm him. He may wish to get mar- 
ried or to run a cab. For this particular privilege it is perfectly 
proper that the government should make a charge — known in 
modern times as a fee or toll. Again, the government may be 
at considerable expense in laying out a new street, the result 
of which will be to enhance the value of a particular plot of 
ground. Tliere is her(' no reason why the government should 
not demand that tlie owner of this plot should defray, at all 
events in part, thc^ cost of this improvement. This is called a 
special assessment. In all the^se cases the individual receives 
an undeniable, special benefit as the result of a special expendi- 
ture made, or ])rivilege conferred, by the government. The 
principle of give and take, therefore, is applicable. 

On the other hand, there are certain actions of the govern- 
ment which inter('st the whole community, and from which 
the individual receives no benefit, except what accrues to him 
incidentally as a member of the community. If the govern- 
ment undertakes a war, no one citizen is benefited more than 
anotlier. If the government spends money for instituting a 
j)ublic school S3^st{an, for erecting tribunals, or for preserving 
the public health, it cannot be claimed that an^’^ one individual 
receives a measural)le, special benefit; all are equally interested 
in good government. When payment is made for these general 
expenditures — and such a payment is called a tax — the proper 
principle of contribution is no longer that of benefits or of 
give and take, but of ability, faculty, capacity. Every man 
must support the government to the full extent, if need be, of 
his ability to pay. He does not measure the benefits of state 
action to himself first, because these benefits are quantitatively 
unmeasurable; and secondly, because such measurement im- 
plies a decidedly erroneous conception of the relation of the 
individual to the modern state. 

At one time the doctrine of benefit had a relative justification. 
Two centuries ago, when the absolute rulers of central Europe 
loaded down their subjects with grievous burdens and devoted 
the profits to their own petty pleasures — ^when in France, for 
example, the peasant was taxable d rnerd et misSricorde of 
the nobility — ^it was natural that a school should arise to pro- 
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test and to proclaim the principle of benefits. Their argument 
was that as the state protects everyljody, everybody is under a 
duty to pay taxes; in other words, their plea was for universal- 
ity of taxation. This was a distinct step in advance. Later on, 
however, the doctrine was stretched to assert that everybody 
should pay in proportion to benefits received, with the implica- 
tion that if the state could not be proved to confer any special 
benefit on the individual, he should not be held to pay any- 
thing. 

As thus extended, the theory has been rejected by well-nigli 
all the thinkers of the last fifty years. It is now generally 
agreed that we pay taxes not because the state protects us, or 
because we get any benefits from the state, but simply because 
the state is a part of us. The duty of supporting and pro- 
tecting it is born with us. In civilized society the state is as 
necessary to the individual as the air he l)reathes; unless he re- 
verts to stateless savagery and anarchy he cannot live beyond 
its confines. His every action is (‘onditioned by the fact of its 
existence. He does not choose tlie state, but is born into it; 
it is interwoven with the very fibre's of his ])eing; nay, in the 
last resort, he gives to it his ve'ry life. To say that he supports 
the state only because it benefits him, is a narrow and selfish 
doctrine. We pay taxes not because we get })enefits from the 
state, but because it is as much our duty to support the state 
as to support ourselves or our family; because, in short, the 
state is an integral part of us. 

The principle of benefit, moreover, w’ould lead as into the 
greatest absurdities. If we accept it, we must apply it logic- 
ally; we must not restrict its beneficent workings to the land- 
owner. As has been pointed out in another ydace,^ the poor 
man, according to the theory of benefit, ought to be taxed 
more than the rich, because he is less able than the ricli man to 
protect himself. It is, however, needless to discuss this point 
because, as we have seen in a previous chapter, so far as the 
individual is concerned, ability to pay is not only the ideal 
basis of taxation, but the goal toward wdiich society is steadily 
working. It lies instinctively and unconsciously at the bottom 
of many of our endeavors at reform. When we say that in- 
direct taxes are often unfair to laborers, we mean tliat they 
are less able than the wealthier portion of the community to 

* C/. Seligman, Progressive Taxation in Theory and Practice^ 2d ed., 1908, 
pp. 150-157. 
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pay the tax. Wlieii we say that a corporation with large re- 
ceipts should pay more than one with small receipts, we do 
so because we know that its ability to pay is greater. The prin- 
ciple of benefit is, therefore, not the basis of taxation. It is 
the principle away from which all modern science and progress 
have been working. It is founded on a false political philos- 
ophy, and it can result only in a false political economy. 

It may be contended, however, that the doctrine of the single- 
taxers is really somewhat different, and that what they desire 
to emphasize is the principle of privilege or opportunity, rather 
than that of benefit. This, however, does not really help their 
case. It is undenia])Ie that privilege constitutes an important 
factor in the tax probh^m; ])ut correctly interpreted, privilege 
as we shall see in a suhscaiuent chajffer,^ is simply an element 
in taxable ability. The lucrative ])rivileges that are conferred 
on an individual increase his in(‘ome or his property, and to that 
extent augment the modern index of his taxpaying ability. 
There is therefore no real opposition between the two concep- 
tions; but it is obvious that privilege is the minor factor, ability 
the major. Privilege is one of the elements that constitute 
ability, not the sole ehanent. 

The result of this consideration is that a tax on land values 
is legitimate because^ it reaches one of t he elements of taxable 
ability. But the conclusion follows with equal force that the 
demand for a single tax on land values is inadmissible. This 
is true for two reasons: in the first place it emphasizes the prin- 
ciple of privilege to the neglect of all the other constituent ele- 
ments of faculty; it attemf)ts to erect into the superior position 
a point of inferior importance; it takes a part and makes of it a 
whole. In the second places, even if the principle of privilege 
were put into this j)ositi()n of pre-eminence, the single-taxers 
err in singling out a particular privilege and basing their sys- 
tem on this, t<3 the exclusion of other scarcely less important 
privileges. This point will be more fully discussed below, 
under the head of the justice of the single tax. Thus in a 
double way the single-taxers have failed to gain the assent of 
tax scientists and tax reformers. The arguments, which are of 
unquestioned validity when advanced in favor of the addition 
of a land-value tax to existing fiiscal systems, lose their force in 
proportion that the emi)hasis is laid on the desirability of the 
single tax. 


* Infray chap. x. 
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III. Practical Defects 

Let us now leave the discussion of principles and come to the 
objections that may be urged against tlui single tax as a practical 
method of tax reform. To a certain extent indeed, the paths of 
American fiscal reformers and of the single-taxers are parallel, so 
that up to a given point it is the^ advantages rather than the de- 
fects of the single-tax movement that might be emphasized. As we 
have pointed out in a preceding chapter, the general property tax 
has become a failure in America. Every serious student agrees 
that the personal property tax as a part of the general property 
tax must be abolished. What to put in its stead is another 
question which need not be touched upon here. But the old 
must always be demolished before the new can be erected. 
Now so far as the destructive side is concerned, single-taxers 
and other tax reformers may go hand in hand. So ingrained is 
the belief of the average American in the virtue of the general 
property tax that the united efforts of all arc necessary to effect 
a change. And wliere, as is sometimes the case, the more 
moderate single-taxers will go furthcT and advocate practicable 
substitutes for th(‘ present-day property tax, tlu're is still more 
reason for co-operation.^ In the struggle against the common 
enemy there is no time for the combatants on the same side to 
lay stress on differences of opinion. This explains why it is that 
in several of the AmcTican states tlu^ single-taxers and other 
tax reformers are working in unison. But this harmony is, 
after all, destined to l)e only temporary. After a time, when the 
period for real constructive work arrives, the diffe^rences are 
bound to make themselves felt and the rift will reappear. So 
that, however greatly we may prize t he co-operation of th(‘ single- 
taxers for a time, the emphasis must ultimately again be put on 
the defects of the scheme as a practical, constructive solution 
of tax problems. These defects may be summed up under four 
heads: First, the fiscal defects; second, the political defects; 
third, the moral defects; and fourth, the economic defects. 

1. Fiscal Defects 

One of the great aims of every sound financial system is to 
bring about an equilibrium of the budget— that is, to avoid 

1 Among the most interesting and effective of the modern single-taxers 
is Mr. Fillebrown of Boston. Cf. especially his A. B. C. of Taxation which 
has gone t hrough several editions. 
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a surplus as well as a deficit. Now, while many taxes may 
be suddenly lowered, not many of them can be made to give 
a suddenly incrc'ased yield. One of the cardinal principles of 
taxation, therefore, is elasticity. In order to secure this, two 
conditions are necessary. In the first place, the source from 
which th(^ tax is derived must be of such a nature that an in- 
crease of the rate will always mc'an an increase of the yield. 
Tliere should b(' in the source of taxation a reserve power 
which can be drawn upon in case of need. Secondly, the 
revenue should be secured from a number of objects, so that 
th(' shrinkages or deficits temporarily due to the one class may 
be made good by the increases or surplus revenues of the other 
class. Among the elastic taxes is the income tax, and it is well 
known that in English finance one of the cdiief functions of this 
income tax is to preserve the equilibrium of the* l^udget. So 
again, certain taxes on commodities are oiivn utilized for this 
purpose. The single tax on land values, however, is utterly 
inelastic; for since, according to the theory of its advocates, 
the total r(‘ntal value is to be taken from the landowners, the 
single tax cannot be increased. Where nothing has been left, 
nothing more can be taken. In the case of an emergency there 
would, therefore, be no possibility of increasing the revenues. 
Ev(‘n if ilui total land value were not taken, it would still re- 
main true that a direct tax on the unimproved value of land is 
far more indastic than other taxes; for when the supply is 
constant and the price varies with the conditions of demand, 
the sibling value as well as the rental value is subject to far 
more fluctuations than in commodities where the supply may 
1)6 altered at pleasure. Furthermore, as we have seen, a single 
tax of any kind, whether on lands or on anything else, would 
be less elastic than a system of taxes where one may be played 
off iigainst the other. Lack of elasticity is a serious defect in 
the single tax. 

Anoth(T fiscal weakness of the single tax is that it inevitably 
intensifies the inequalities resulting from unjust assessments. 
We all know how difficult it is to carry out laws which provide 
for equal assessments. Under the real estate tax in the United 
States, for example, the assessors are usually sworn to rate the 
property at its actual or selling value, and the selling value of 
a piece of land or of a house is comparatively easy to ascertain; 
yet it is notorious that in no two counties, nay even in no two 
adjoining pieces of property, is the standard of assessment the 
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same. Thus the report of the Iowa Revenue Commission of 
1893, states that realty in Iowa was assessed at from seventeen 
to sixty per cent of the true value. It is well known, loo, 
that in Chicago adjacent plots of real estate were until recently 
assessed at percentages of ridiculously varying degrees. Now, 
it is manifestly not so easy to assess the land valm^s, — that is, 
the bare value of the land irrespective of all improvements, — 
as it is to assess the selling value of a piece of real estate. For 
instance, an a(*re of agricultural land near a larger town may be 
worth $200; but if usc'd for truck-farming, considerably more 
than $200 may have been expended on it during the last century 
or two. Who can tell how much of the $200 pn'sent value is the 
value of the bare land and how much is to be assigned to the 
la})or expended? Under the present method W(' havc^ at least 
a definite test — the selling value; uikUt ihi^ nc'w method we 
should liave no test at all. There is ('V(Ty likc^liliood, tlu'rc'fore, 
that the difficulties of the present situation would be intensified. 
During the past few years a numlxT of American cities and 
a few states have initiated tlui systc'm of differc^ntiating between 
assessments on land values and on ini])rov('m(aits. In t‘very 
case, however, by improvements is meant in practice not tlic^ 
improvements in th(‘ land, but the irnprovaancaits rm the land, 
and not even all the improv(‘m(aits on the land, ]:)ut only those 
consisting of buildings. In the cities this is of (‘ourse all that is 
needed; but in the rural districts no effort is made to ascertain 
land values in the proper sense of ttie term. Any attcaupt to do 
so would at once (aigender the difficultic's rc'ferrea to a])Ove. 
Moreover, under the i)res('nt system, inadtHpiate as it is, there 
is always a chan(;e that the imperfect enforcement of a particu- 
lar tax law will be offset })y the assessmcait of other taxes, 
direct or indirect. Under the single tax not only would thtTC 
be more difficulty than at present in making the original assess- 
ment, but any inequality in the assessment would be seriously 
intensified by the very fact that it is a single tax. 

2. Political Defects 

The adoption of the single tax means the total abolition of 
all custom houses and import duties; it means that there can 
be no such thing as a system of protection to home industry. 
Many would, it is true, favor the single tax precisely on this 
account; but there are some self-styled ‘bsingle-taxers who 
believe that as a matter of national policy there is a justifica- 
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tion for import duties. Whatever we may think of the economic 
justification of import duties, it must be recognized that they 
may sometimes form an important political weapon. It is 
clear, however, that leaving the question of protection entirely 
aside, the adoption of the single tax will make it impossible 
to utilize import duties for political, fiscal or other purposes. 

In the second i)lace, the adoption of the single tax would 
render it impossible for governments to utilize the taxing powei 
as a politic.al or social engines For instance, the United States 
government now im])oses a tax on tla^ circulation of state bank- 
notes in order to bring about certain desirable results in th(^ 
currency situation. Again, the Uniti'd State's governiiKait 
levies a high tax on opium, not for the purpose^ of rc'veniK', but 
in order to discourage the consumption of opium; and it also 
assesses a tax on oleomargarine, primarily in ordc'r to ensure 
the purity of butter. Under th(' singk' tax, all such ('fforts would 
be impossible. Finally, to mention only out' other example, 
one of the chief methods of dealing with the drink question 
is through the imposition of high liquor licA'iises, the fiscal im- 
portance of which is only secondary. Uncha* the single' tax we 
should be prevented from attacking tlu^ probh'in in that way. 
Governments have always made use of iho taxing power to 
regulate and to destroy, as well as to yield a reveame. W(Te 
the single tax to be adopk'd, this ])Ower wo\ild be eliminated,^ 

Thirdly, the political results of the singh' tax would be 
dangerous in another way. 8o far as there is any truth in the 
assertion that in a democracy it involves some risk for a small 
class to pay the taxes and for a large class to vote them, it is 
especially applicable to the single tax. Sincte the ‘‘unearned 
increment’’ would flow of itself, silently and noiselessly into the 
treasury, there would be no nec'd of a budg(^t; and tfu' sense 
of responsibility in the citizens would be perc(‘ptibly diminished. 
It is well known that liberty has been intimately bound up with 
the contest against unjust taxation; the constitutional history 
of England is to a large extent a history of the struggle of the 
people to gain control of the treasury; the American Revolution 
was precipitated by a question of taxation; the French Revolu- 
tion was brought about primarily by the fiscal abuses of the 
anden regime. To take away, then, from the vast majority of 

^ Mr. George indeed states that does not objec*! to repressive taxes, 
because neither a land nor a revenue question is involved. But clearly the 
tax would then not be a “ single tax. 
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citizens the sense of their obligation to the government and to 
divorce their economic interests from those of the state would, 
especially in a modern democracy, be fraught with danger. 

3. Ethical Defects 

The advocates of the single tax love to base their arguments 
on the ground of justice. In this they are certainly wise; for 
ev(‘n though all oth(T arguments WTre in its favor, if the justice 
of the single tax (tould Ix^ su(a*(‘ssfully impugiuxl, it would be 
forcnloomed to failure. Let us then ascertain whether it is 
indeed true that the single tax is an equitable method of taxa- 
tion. 

Th(^ two great (‘anons of justice in taxation are universality 
and uniformity or equality. If anything has been gain(‘d by 
the revolutions of the (aghteenth (aaitury and by the growing 
public conscience of the ninete(aith and twentieth, it is a recog- 
nition of the fact that all owe a duty to support the states, that 
a system of wholesale (*xem])tions is iniquitous, and that every 
taxpayer should Ix' treated according to the sam('. standard. 
Judged by any or all of these tc'sts, can it be seriously main- 
tained that the single tax is an ec|uitable form of taxation? 

Toward the (Jose of tlu' eighteenth camtury, there was a 
school of FreneJi writers, thc^ Pliysiocrats, who first advocated 
the plan of a single tax on land — the famous ini'pdt unique. It 
was considera])ly talked a])out until Voltaire turiual his caustic 
pen upon them and wrote the celebrated essay Ukomme d 
quarante kms — the man of forty (Towns — , one of the most 
(‘ffective bits of mordant sarcasm ever written. Voltaire pic- 
tured the position of the French peasant toiling laboriously, 
amid conditions of uns])eakable distress, but succeeding in get- 
ting from the soil a product equivalent to forty crowns. The 
tax-gatherer conn^s along, finds that the peasant can manage to 
keep body and soul together on twenty crowns, and takers away 
the other twenty. Then the peasant meets an old acquaint- 
ance, originally poor, who has been left a fortune of 400,000 
crowns a year in money and securities. He rolls along the high- 
way in a six-horse chariot, with six lackeys, each with double 
the peasant's income; his maitre d'hdtel gets 2,000 crowns salary 
and steals 20,000; his mistress costs 80,000 crowns a year. 
‘‘You pay of course half your income, 200,000 crowns, to the 
state? asked the peasant. “You are joking, my friend, 
answered he, “I am no landed proprietor like you. The tax- 
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g:atherer would be an imbecile to assess me; for everything I 
have (‘omes ultimat(‘ly from the land, and somebody has paid 
the tax already. To make me pay would be intolerable double 
taxation. Ta-ta, my fritaid; you just pay your single tax, enjoy 
ill peace your (di^ar income of twenty crowns; serve your country 
well, and come once in a while to take dinner with my lackey. 
Yes, yes, the single tax, it is a glorious thing.’^ This little 
picture, perhaps, did more than all else to nullify the efforts of 
the Physiocrats. 

We shall later discuss the effects of the modern single tax 
on the farmcT, but the principle underlying Voltaire/s thought 
is equally applicable here. On what grounds of morals or jus- 
tice shall the landowner be singled out for taxation? 

We have S(Hai that the theory of natural rights is not adequate; 
we have learned that the principle of oi)portunity does not 
correctly portray the relations of the individual to the state. 
Even if the theory of unearned increment wcn'e true, it would 
not by any means justify the single tax on land values. In the 
first plac(', land values do not always or necessarily increase^; 
and, secondly, there* are a great many other values which in- 
crease mainly l)y the ope'ration of forces which the owner of the 
property neither creates nor controls. 

Land values do not always or necessarily increase. Thus, in 
the testimony given b(*fore the Rapid Transit Commission in the 
city of New York in March, 1895, one of the witnesses spoke 
of several long avenues being lined with the graves of property- 
owners. What did he mean? Simply that ten, or twenty, 
or thirty years before, certain individuals had inve^sted in the 
land, in hope of a rise in value, just as p(‘ople invest in bonds or 
stocks or other securities. Instead of values rising, however, 
they remained stationary or even decreas(Hl ; while, in the mean- 
time, the accumulated taxes and assessments upon this non- 
productive property completely ruined many of the investors. 
It is indeed true that in most growing cities land values in cer- 
tain localities will increase; but it is equally true that there are 
always sections in such citic^s where, for obvious reasons, land 
values decrease. These facts are familiar to all observers in 
large cities. Moreover, in some European countries the rental 
value of the land, in whole sections, is less to-day, owing to 
transatlantic competition, than it was a few decades ago. The 
tax on land value would in such cases yield only a precarious 
revenue. 
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More important still is the fact that even though land values 
often increase, similar increase in value is not by any means 
confined to land. Let us ask anyone whose mind is not befogged 
by the mist of erroneous enthusiasms: Who are the rich men of 
the world to-day? How has by far th(^ greater part of our huge 
individual fortunes been acquired? Let us study the way in 
which men have become millionaires, especially in the United 
States. The usual cause is some fortuitous conjuncture of 
events, some cluince happ(^ning du(‘, to no one’s labor, but to a 
turn in the wln^el of fortune — call it spcHuilation, call it luck, 
call it })y any name we will. How have most of the fortunes in 
Wall Street been made? Who is responsible for the increased 
value of investments? Who can say that th(‘ successful manager 
of the ring, the corner, the pool ancl the trust has worked out his 
salvation through his own industry? Land speculation is only 
a part of the sum total. If it be claimed that the fortunate 
speculator deserves his fortune because of his sagacity and fore- 
sight, why deny these attributes, at least in part, to the land- 
owner? It can, of course, not b(' denied that wealth has b(‘en 
acquired I)y thrift and industry; ])ut it remains true that most 
of the very large fortunes that strik(* tlu' (common o))server are 
due to these incalculable turns in the wheel of fortune, and 
that the so-called unearned increment of land values forms 
only a portion of these total gains. 

Value is a social, not an individual phenomenon. If social 
environment gives a value to l)ar(‘ land, the same social environ- 
ment, by increasing th(‘ demand for other commodilif^s, may at 
least in part, help to augment their value. It is inde(‘d true that 
if we contrast land with concrete commodities that can be 
multiplied at will, the difference seems to b(' profound. In- 
creased demand may lower, not increase, the price of the latter 
by reducing cost of production. But what the single-taxers 
forget is that property consists of, and income is derived from, 
not only concr(‘te commodities, but services, relations and 
privileges of all kinds, ^ where increased demand, outstripping 
any corresponding decrease in the cost per unit of producing a 
greater supply, is primarily responsible for the increased value. 
A newspaper in a desert is worth nothing; a newspaper in a town 
is worth something; a newspaper in a city is worth still more. 
The newspaper is in part the product of labor, but the greater 
demand increases the value. A milk-route also is more profit- 
^ Seligman, Principles of Eccmomics, 9th od. (1921), §§ 84, 113. 
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able in a city than in a village. If it be said that land differs 
from all these in that it is a monopoly, the answer is irresistible 
that if there is any one thing which distinguishes the modern 
age, it is the development of economic monopolie^s of all kinds. 
So important, indcied, have these become that modern economic 
theory has been compelled to supplement the^ old doctrine of 
value which was based on the assumption of free competition 
by a newer and more comprehensive tlu^ory, especially applicable 
to all thes(^ modern forms of monopoly price. IVIany of these 
monopoly profits cannot be reached by a tax on land value's. 

On what possible theory of justice, then, shall wo tax the 
man who has invested $100,000 in land which the next yc'ar 
appreciates fifty per cent; and, on the other hand, exemi)t the 
man who has invested $100,000 in the stock of the Sugar 
Trust, which the next year may also ('nhance fifty j)er cent? 
Why should the earnings invested in land b(' taxed and the 
earnings invested in any corporate sc^curity be wholly imtaxed? 

It might, inde('d, be claimed that a railway stockholder will 
beaffe(!ted by a tax on the land owned by the corporation: but 
it is difficult to see how a railway bondholder can ])e reachi'd 
by any tax on land value's except in so far as the ultimate^ 
security for his debt may be affected. As the? bonded indebte'd- 
ness of the railways to-day far exceeds thc'ir capital stock, it 
appears that, (V('n in the case of tlu'se industric's whose^ increas- 
ing values are largely due to the influence of the community, 
the majority of inv('stors would scarcc'ly be touched. In the 
great mass of industries, of which tlu' Sugar Trust is an example, 
where the land owned by th(' corporation is of ('xceedingly small 
consequence as compared wdth its other assets, it is plain that 
a tax on land valiK's would not reach even the stockholders or 
the owners proper. Almost every industry, moreover, is de- 
pendent for its increasing profits upon the development of the 
community, that is, upon the incri'asing demand for the product. 
Land rises in value })e(;ause there are more people who want to 
occupy that land; the earnings of a city newspaper increase 
chiefly because there are more people who want news. In each 
case the increased returns are due primarily to social causes; 
and while a larger newspaper indeed costs more to produce, 
while more land does not, yet so far as actual profits are con- 
cerned, the distinction between them, for all practical purposes, 
is one only of degree, not of kind. To confiscate the capital in- 
vested in land with 1 he chance of the land either falling or rising 
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in value, while exempting absolutely the capital invested in 
corporate or industrial securities, is hut a travesty of justice. 
It will be impossible to convinces the common people that so- 
called unearned increments are confined to land. As a matter 
of fact the '‘unearned increimmf of land is only one instance of 
a far larger class. 

So far as a man receives special opportunities from the com- 
munity, which undoubtedly increase his ability to pay, they 
should be tak(ai into account in framing any scheme of taxation. 
And since^ the rapid growth of modern towns brings into strong 
relief the appreciation of sib' valu(\s which are due primarily to 
the growth of the community its(‘If, it is not only justifiable but 
eminently desirable that a part — and a large' part — of the 
revenues should be raised from a tax on land values. But let us 
not single out one special opportunity, because' it strike's the 
eyes of urban o])serv(3rs, while we' ne'glee't all the other oppor- 
tunitie's whie'h are e'cpially, or alrne)st exiually, the result of social 
forceps. While some kinel of a tax on land values is a legitimate 
part of a tax system, the single tax on land values is unjust; 
first, beeaiuse opportunity is ne)t tlu^ only elc'ment that must be 
taken into account in framing a tax syste'm; anel, secondly, 
l.)ecause, eve'ii though it were', revenues from land are b}^ no 
me'ans the only form e)f the re'sults of special opportunity. The 
single tax is unjust bee*ause3 it is e^xclusive and unequal. 

Even though the' single tax, he)wever, were theoretically just, 
it would not follow that it is de'sirable. Let us, therefore, come 
to the final part of our inejuiry. 

4. Economic Defects 

These consielerations which have often been ov('rlooked, may 
be discussed from three points of vi('w: first, the economic 
effect of the single tax on poor communities; seconcl, the eco- 
nomic effect on farmers and the agricultural interests in general; 
third, the economic effect on rich communities. 

In the first place, what would be the effect on poor communi- 
ties? 

In such cases the taxable property of the community consists 
principally of the often dilapidated farm houses erected on the 
land; of the tools, implements and beasts of burden used for till- 
ing the land; and of the personal effects and money that belong 
to the farmers. Even making due allowance for the relative 
poverty of the community, it may be said that the great mass of 
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their possessions, therefore, consists of personalty. In so far as 
there is any real })roperty at all, it is only to an exceedingly 
slight extent (‘om{)osed of land values. How then, it may be 
asked, can taxes be raised in a community like this? How can 
the roads ])e maintained, the school houses be kept up, and th(^ 
other imp)rovem('iits effected? Since land values are in- 
significant, a tax imposed on an insignificant basis must b(' 
insignificant. In fact it may })e said that a total confiscation of 
the land values would not suffice to defray any considerable 
part of thi^ nec(‘ssary expenditures. If W(' tak(‘ any of the assess- 
ors’ reports in the less wealf hy and not rapidl}' growing Am(‘rican 
states, it will be found that, contrary to the conditions of the 
rest of th(^ country, the assessed personal property far exceeds 
in value the total assessed real estates For instance, in 1890 
personalty was to total realty in Montana as 58 to 55 millions 
of dollars, in Wyoming as 20 to 13 millions, in New Mexico 
as 28 to 15 millions. Compare these figures with the older 
sections, as New York or Pennsylvania, wher(‘ tht' ]>roportion 
was as 382 to 3,404 millions and G18 to 2,042 millions respec- 
tively.^ In 1904, the date of the last available statistics, the 
proportions w('re al)out the same. Taxable personalty was to 
reality in Montana as 107 to 95 millions, in Wyoming as 28 to 
18 millions, in New Me^xico as 26 to 16 millions; but in N(‘w 
York as 686 to 7,051 millions and in Pennsylvania as 200 to 
3,476 millions. The estimated true values were as follows: 
Montana, as 418 to 328 millions; Wyoming, as 197 to 133 
millions; New Mexico, as 177 to 154 millions; New York as 
5,617 to 9,151 millions; Pennsylvania, as 4,882 to 6,593 millions.- 
If we ar(i to abolish not only the tax on personalty, but all that 
part of the tax on realty which is not drawn from land values, 
it can (‘asily be seen how difficult it would be to carry on govern- 
ment in th(‘se sections. 

What is true of poor communities as a whohi applie^s also to 
th(^ poorer sections of a rich community constituted largely or 
almost entirely of an agricultural population which is not 
rapidly increasing in numbers or wealth. The single-taxers 
themselves claim that land values amount to practically nothing 
in the farming districts. We shall see below the fallacy in this 
general contention; but so far as the community is a poor one 

^ These figures are taken from the census reports of 1890. See Abstract 
of the Eleventh Census: 1890 (1894), p. 195. 

* Census Report: Wealth, Debt arid Taxation, 1907. 
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there is undoubted truth in th(i statement that land values are 
trivial. In the testimony takcai before a recent tax commission 
of Massachusetts, one of the single-taxers who was testifying 
as to the situation in certain rural townships was asked the 
question: How will it be possible for this poor town, in which 
there is very little land value, to raise its taxes? The witness 
was compelled to reply that it would be impossible for the com- 
munity to do so, and lu; suggested that the expenses of the 
poor communities should l)e defrayed in large part from the 
revenues of tlie rich communities.^ 

This proposal is not easy of accomplishment; for with the 
American theories of local governmcait, it would be difficult to 
induce ciertain sections in the community to assume the burdens 
of other sections. We are all acciuainted with the continual 
bick(‘riiigs in our state taxation, due to the efforts of the richer 
counties to esetape paying more than tluar proportion of the 
general state taxes; and we have seen the dis(‘ontent aroused in 
1894 by the attianpt in the sluqx^ of the federal income tax to 
make certain wealthy sections of the country i)ay a dispropor- 
tionate part of the revcaiue of the national government. Where 
these efforts have given rise to so much dissatisfaction, it is ob- 
viously improbable* that the pur(*ly local t*x])(*nses of any com- 
munity will be d(*frayed by the* c‘tTorts of other communities. 
While it is indeed true that the g(*neral state government has — 
and very proi)erly — in r('c(‘nt y(‘ars (‘onstrueded highwaiys and 
built hospitals, and while (*v(‘ri according to oiii’ prese lit system 
school taxes levied ace^ording to wx*alth are sometimes, in part 
at least, distributed according to population, this tendency, 
however desirable in itself, has well-defined limits. To a very 
large extent, at least, it will probably continue to be true that 
in puH'ly local matters every (ounty and town must stand on 
its own fe('t. Hut if the single tax is unable to defray even the 
local expens(*s of a, ])oor (community, not to speak of its share of 
general state or fed{*ral expenses, it is clearly beyond the realm 
of practical politics. In poor communitie^s, unless rapidly in- 
creasing in population and resources, the single tax would be 
a somewhat precarious reliance. 

Let us consider, next, what would be the effects of the single 
tax on farmers in general. One of the claims of the advocates 

’ Cf. Hearings relating to Taxation^ 1893, pp. 185-188, and Report of the 
Joint Special Committee on Taxation^ 1894, p. 38. 
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of the system is that it would relieve the farming population of 
the bunhai of taxes now weighing ui)on them. A careful (con- 
sideration of th(i facts shows, however, that this claim is un- 
foundcid, and that, on the contrary, the rc'sult of the single 
tax would 1)0 to make the farmers pay more than they are pay- 
ing to-day. 

In only a few states is a distinction made in tlie assessments 
between land and improvements on land. Let us take, as a 
typical instance, Ohio county in West Yirgijiia, in which the 
city of Wheeling is situatixl. In the auditor's rei)ort for 1892, 
w(c find the following figures : ^ — 



Ohio County 

Value of ])uil(lirigs on lots, 

$,s,r)5i,()io 

Value of f)uildings on lands, 

071,795 

Total value of buildings, 

$9,225,805 

Value of town lots without build- 


ings, 

4,409,152 

Value of land without buildings, 

1,678, 962 

Total value of all land without 


buildings, 

$0.0.SS,114 

Total value of lands, lots and 


buildings, 

15,313,919 

\"alu(‘ of personalty, 

0,187,710 

Total assessments. 

21,501,029 

Population, 

41,000 


PnoPORTION 


Entike State 

$22,840,511 

14,371,855 

OF Ohio 

(JOUNTY 

For cent 

$37,212,;366 

25 

14,453,321 


95,771,281 


$110,221,502 


117,685,972 

lO'/s 

51,707,093 

12 

198,959.920 

10' ■; 

763,000 



In other words, whereas Ohio county then paid ten and one- 
half per cent of all taxes, and would have i)aid about the same 
if real (estate alone were taxed, had the single tax been intro- 
duced it would have paid only five and one-half })er (‘ent of the 
total tax(\s, or about one-half of what was a(dually the case. The 
(‘orresponding figures for 1908 were 9.9 per cemt on total valua- 
tion, 9.8 per cent on real estate alone, and 6.8 per cent on land 
values alone. If the large towns would pay so much less, of 
course the farming districts wnuld have to pay so much more. 
The improvements in the towns are worth more than the value 
of the bare land; wdiile in the country districts the reverse is 
true. 


^ These figures are subject to some qualification because of the inclusion 
of the value of oil leas(‘s in the personal property. But the corrections 
would probably not suffice to alter the conclusion. 
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As another cxami^le l(>t us lake California. In the comp- 
troller’s report for 181)3, we find the following figures: — 


County 

CVllUfc^a, 

Mcrcf'd, 

Tulare, 

San Francisco, 
Total state, 


Value of Heal 

Hh'I'ATE 

(i.c. bare land) 
$!(),() 
11,222,171) 
i7,2r)S,r)i2 
11)2,872,015 
757,980,207 


Value of Impiiove- 
MENT.s ON Heal 

K STATE 

$1,282,265 

1,027,102 

2,227,705 

82,584,775 

212,288,163 


Ratio of Land 
Values to Total 
Heal Estate 
Per cent 

89 

92 

88 

70 

76 


We thus see tluit while in the city of Sun rTaneiseo improve- 
iiKUits eciualkal tliirt}'^ per (aaii of the total real estate value, in 
some of the (‘ountry districOs imjiroviTiuaits were only ten or 
fifteen per cent of the total. Taking?; ihe state as a whole, land 
vnlues etjualled seventy-six i)er cent of r.ll real estate, while in 
San Francisco land values were only st'venty pcT cent of all 
real estate. To levy th(‘ single tax would, therefore, make San 
Francisco pny less, and some of the country (counties far more, 
than at present. 

A^ain, let us call attention to the re})ort of the Commission 
on Valuation, mad(‘ hi 1892 to the Pennsylvania Tax Conference, 
which is pro])al)ly the most careful attempt made up to that time 
to distirifJTiish land values from improvements. We find the 
following figures : — 


Value uf Land 

Philadeliihia county, $257,007,920 

Purely agricailtunil land in 

Philadelphia (‘ounty, 21,610,429 

Entire state, all land,' 1,881, .224, 522 

p]utire state, agricultural land, 725,485,129 


Value of impiiovements 

$616,244,284 


3,813,605 

1,754,.525,949 

245,494,072 


The proportion of land values to total valuation of all prop- 
erty was in the county of Philadelphia, thirty-six per cent; in 
the agricultural counties of Sullivan and Cireene, eighty-one 
per cent and seventy-five ])er cent , respeedively ; and in the wliole 
state, fifty-two p(M' ('ent. The Commission eomdudes: ^‘As a 
rule, in agricultural counties the land values are the greatest, 
as would be expeided; while in manufacturing counties and those 
having large cities, the value of the improvements is equal to 
that of the land, or greater.'' 

Let us now choose some Western states. In the report of the 
auditor of Colorado for 1894 we find the following figures:— 
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Value of agricultural and grazing land, irrespec- 
tive of improvements .... $36,907,810 

Value of improvements 7,492,022 

Value of town and city land, irrespective of im- 
provements 63,0<S(),205 

Value of improvements 34,788,941 


In other words, in the towns improvements constituted about 
onc-third of the total values; whereas in th(‘ country, improve- 
ments were only about one-sixlh of the total. 

As to Montana we find, in the rei)ort of tlie Board of Equal- 
ization for 1894, the following figures: — 


Value of city and town lots 
Value of improvements on same 
Value of land .... 
Value of improv('ments on same 


$29,362,754 

15,150,115 

17,493,1)80 

7,287,887 


In Lewis and Cdarkc county, the home of the largest (‘itv in 
tile state, the total value of all land was $11,397,800: that of 
improvements, $5,269,300. In some of the agricultural or 
grazing counties, how(iV(T, the valiK^ of tlu* land was far liigher 
in proportion to the improvements; in INleagher county, for 
example, land was $1,821,385, while improvaaiKuits were only 
$629,054. Most striking of all, in this v('ry same county, 
in the case of agricultural property, 1h(‘ figures wer(‘: land 
$1,218,474, improveanents $266,824; wliih‘ in the town lots tiie 
figures we're: bare land $602,911, imjirovements $362,375. In 
othef words, not only are improvements proportionately less 
in the rural counties, but ev(m in these rural counties by far the 
larger proportion of the improvements are found in the littki 
towns, as compared with the farming or grazing land proper. 

In the state of Washington, the State Board of Equaliza- 
tion agreed on the following figures for 1893: — 


Value of land exclusive of improvements 
Value of improvements .... 
Value of city and town lots . 

Value of improvements .... 


$ 87,527,472 
8,970,908 
101,889,377 
29,585,930 


In Utah, Salt Lake county, the seat of the chief city, assessed, 
in 1893, real estate, exclusive of improvements, at $31,347,670; 
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improvements, at $9,483,141. In rural counties like Rich 
county and C'a(4ie county, the figures were, in the one case, 
realty $527, ()()(), imjnovements $81,445; in the other case, 
realty $3,771,810, improvements $915,614. Here again, the 
more densely setlled the townshij), the greater in proportion 
is the value of the imjmwements. 

To choose more rec(*nt figure's, th(‘ North Dakota state board 
of equalization fixed the valuation for 1910 as follows: 

Land values $140,654,672 

Iniprovenients 9,909,143 

Town or city lots 11 ,066,982 

Improvements 16,959,192 

Almost equally reinarkabk' figures are reported for Wyoming 
by the Commissioner of Taxation for 1909-1910: — 


Land values 
Ini])rovcments . 
Town lots 
Improvements . 


$40,029,518 

6,338,712 

12,836,541 

14,324,496 


Tlie same is true in the Eastern states. Thus in New Jersey, 
in 1911 in certain counti(\s the land values were greater tlian 
the value of the improv(‘inenls: — 


County 

Gloucester 

Somerset 

Salem 


Value of Land 


Value of Improvements 


UM7L115 

9,863,204 

8,870,393 


8,574,078 

7,868,530 

4,062,473 


Whil(‘ in the cities the reverse was true.^ 


City Value of Land Value of Improvements 

Camden $18,610,635 $ 30,278,706 

Newark $134,764,835 150,144,175 

In all these cases — and they might be multiplied — it is 
seen that the value of the improvements is, on the whole, 

^ These figures were fortunately not available when Mr. Shearman stated 
{Natural Taxation, ch. 12) that “in no large city are buildings worth more 
than 50% of all real estate.” 
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greater in the urban than in the rural districts.^ To many 
this will be a surprise, because they art' apt to be bliruh'd 
by the immediate facts about them, Tlui single-tax advocate 
generally lives in the city, and sees beforti him a city lot, each 
foot of which will sell for hundreds or perhaps thousands of 
dollars. The town lot, he is apt to exclaim, is worth hundrt'ds 
of times as much as a pit'ce of land in the agricultural districts. 
This is perfectly true; but it proves nothing as to the (‘ompara- 
tivc ability of tlieir owners to pay taxes becuiuse it overlooks a 
point of the greatest importance. When we com])are urban 
with agricultural land values, we do not (‘om])are foot with 
foot, but total units with total units. Thus, an a ('re of land 
in New York City ma}" be worth a thousand times as miK'h as 
an acre of land in the couiitry; but it must be rem('m])ered 
that there are many thousand times as many acivs in the 
country as there are acres in N('W York City. A lot in Nc'W 
York may be worth ten thousand dollars, but a farm of fivc^ 
hundred acres in the country may also b(' worili ten thousand 
dollars, exclusive of improvc'mcnts. The farmer wlio has i)aid 
ten thousand dollars for his farm, and has thcai ])ro(‘eed(‘d to 
improve and cultivate it, will not Ix' satishc'd, wlu'n th(' assi'ssor 
taxes him and exempts all the' businc'ss m('u and house-owiK'rs 
in the adjoining village, with the statement that th(‘ owner of a 
ten-thousand-dollar lot in New York (Aty pays a hundrt'd tiiiK's 
as much per front foot. H(' will Ix' apt to rt'ply that it makes no 
differeime to him wheth(*r tlu' Nc'w Yorkia’s b'li thousand dollars 
is taxe^d; but that he ol)j('cts to his owti ten thousand dollars 
being taxed, while his luaghbors in tlu' village, who an' far 
richer than he, pay nothing at all. In short, while att(*ntion is 
directed to the fact that land values arc undoubtedly U'ss jx'r 
acre in the country than in the city, it is forgotten that the 
number of acTcs in the <x)untrv is so many times larger than the 
number of acres in the cities that the total land values in tlie 

^ The only official ('xarnination of this matter is found in the govc'rninent 
r(3port entitled Taxation in dountrij and City: An Examination of tho Dis- 
tribution of Property Taxes as shown hy Official Statistics of Assessed Valua- 
tion. U. S. Dep’tin’t of Agriculture, Division of kStatistics, Mise. Series, 
1900- This examination cov(3r(‘d the District of Columbia and the sixteen 
states which assessed land values separately. The conclusion was that in 
a majority of the cases land valiK's were proportionately gn^ater in rural 
than in urban districts. ^['h(3 figure's are printed and commented in Max 
West, ''City and Country Taxes,” in Political Science Quarterly, vol. 14 
(1899), pp. 486-499. 
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country will form a substantial part of the whole. Moreover, 
we have seen that the value of improv(‘ments is relatively 
greater in the towns than in the country J In the country the 
farmhouse is built for a few hundreds or thousands of dollars; 
in the city the fine stone mansion or steel skyscraper is erected 
at a cost of hundreds of thousands or millions of dollars. 

If, th(‘refor(^, all improvements were to be entirely exempted, 
the result of a tax on land valuers would })(^ to make the farmers 
pay more than i\ivy do at present. It is not denied that as be- 
tween the general f)roi)erty tax as actually administered and a tax 
on real e.state only, the farmcT would be beiu'fitcal by the adop- 
tion of the latter. For personal property, as has been elsewhere 
explained,'^ is as^sessed chiefly in the agricultural communities. 
The renK'dy, liowc'ver, consists not in taxing land valu(\s alom^, 
but in striving to reaxti the owners of personal property by some 
other m(‘thod than that of the general property tax. But even 
assuming that this n form cannot be effected, what the farmers 
would gain by th(' abolition of the personal property tax, they 
would lose and more than lose, as w(? have seen, by the total 
excnnption of all improvements.’" As long as the United State's 
remains pre-eaniiu'ntly an agricultural community, it is not 
likely that the single tax will become a practical cjuc'stion.'^ 

^ The sinslc-taxcrs claim that much of the j)resent value of farm land — 
due to fencing, draining, etc . — should be classed as improvements. But, as 
w(* have })ointcd out al)Ove, it is quite impossible in pra(;tic(‘ to distinguish 
irnprovemcnls on the land from iiiiprovements in th(‘ land. No attempt 
is ev{T made, in assessing land values, to differentiate between the two. 

^ Supra, p. 18. 

^ This conclusion is confirmed by Dr. West, after analyzing tlu^ official 
statistics, in the arti(*Ie edited on the previous pag(‘, in which he also state's 
that “the ex('m{:)tion of intangible pt^rsonalty alone would in a majority of 
case's relieve urban comrnunitie*s at the e‘xi)e‘nse of rural elistricts; but that 
the exemption of both tangible and intangible })ersonalty would be?nefit the 
rural districts in three-quarters of the commonwealths.” 

^ In a pamphlet entitled Peoples Power and Fluidic Taxation, WTitten by 
A. D. Cridge and W. S. Uren, published by the Fels fund and distributed 
in 1910 to every voter in Oregon, some remarkable figure's are presented 
as to the effect of the adoptieui of a lanel-vafue tax in lowering farmers’ 
taxes. The figures are worthless because of the naive assumption that the 
naked land value of tillable lands (those actually in cultivation) is no 
greater than that of the non-tillable lands. In other words, if a piec(' of 
good land is cleared, its naked land value, according to this view, would 
be no greater than that of an adjoining rocky hillside which is not put 
under cultivation because it would not be worth wdiile. It is such argu- 
ments that are spread broadcast to the general public! 
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Thirdly, and finally, let us consider the economic effects of 
the single tax on rich urban communities. 

It is contended by the single-taxers, with special reference 
to the advantages claimed as likely to accrue to the tenement- 
house population of tlie large cities, ttiat the introduc^tion of 
their system would bring about the social millennium. It is 
supposed that if we abolish the tax on improvements, that is, 
on houses, the vacant lots will be built over as if by magic, 
rents will fall, the wages of the workmen will rise, and a period 
of general prosperity will be ushc'red in. 

It may be asked, in the first ]ilace, where all this additional 
capital which is to be invested in houses is coming from. There 
is no fund floating about in the air which can be brought to 
earth simply by the imposition of the single tax; tlu' amounts 
to be laid out in houses must be taken from the capital now 
invested in some otlu'r form of protluctive ('nterpris(\ The 
amount of loanable capital in the moiuy mark(d at any one 
time is definitely fixed. Even deposits in banks are already 
invested, for the most part, in mortgages or in corporate se- 
curities; that is, they are already utilized for produedive pur- 
poses. What is put into new houses will, therefore, simply be 
so much taken away from other productive employments. 

It may be asked next, how are the rents of our tenement- 
house population so suddenly to fall? The theory that a tax on 
houses is shifted to the consumer or tenant is true enough, 
provided that the tax be exclusive — that is, provided that noth- 
ing be taxed except liouses. Jf, on the contrary, tla^ house 
tax is simply a part of a wider system of taxation; if other 
forms of property are assessed, like investments in land and in 
personal property; if a corporation tax is imj)osed to hit the 
investors in corporate securities; or if we have an income tax 
which is to reacdi general profits, — in all these eases the very 
conditions of the theory according to which a house tax is 
shifted disappear.^ To the extent, then, that the hoiiSe tax is 
not a single tax, the tendeney for it to be shifted will be di- 
minished. The only result, in this direction, of the single tax 
would be, as a matter of fact, that people would pay their 
rent to the state instead of to private individuals. We hear a 
great deal about the unoccupied lands held for speculative 
purposes in large cities; but it is a fact that south of Fourteenth 
Street in the city of New York — ^the home of the major part 

^ See The Shifting and Incidence of Taxation (4th ed.), pp. 292, 293, 
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of tlie tenement-house population — ^not seven-tenths of one per 
cent of the building lots lie idle, and of these some lots are 
occupied as coal yards, and some adjoining factories or large 
establishments are used for storage purposes.^ How then 
would the single tax relieve the inhabitants of the slums? They 
will not go to the suburl)s where there is an abundance of land, 
for the same reason that they do not go there now. Rent in 
th(' suburbs is at ))resent relatively less than in the slums, 
which are neverih(‘less crowded. The average workman plainly 
prefers to be near his work, and to enjoy the social opportuni- 
ties of contact with his fellow-workmen, evenings as well as 
daytime. Above all, without cheap and rapid transit, he can- 
not afford th(^ ex])enditure of time and money, necessary for 
conv(\ying Wu) various iiK'mbers of his family to and from the 
subur])s. The single tax, however, would not alter conditions 
of transit. Evcai assuming, therefore, that there was some 
magi(‘ fund to clover tlu^ suburban lots with houses, the rents in 
the slums would not be affected to any appreciable degree. 

Somewhat akin to tliis is the qiu'stion of exempting improve- 
ments from the local tax on real estate, as a part of the whole 
schem(‘ of taxation. Even here, however, it is scarcely open 
to doubt that tiie claims made by its defenders as a cure for 
uiRaii congestion of ])o])ulation are greatly exaggerated.*^ In 
small towns wlier(‘ it is customary for the owner of the land 
also to own tlu' buildings, it makes indeed, very little difference 
whether tlu' tax is im})osed in a lump sum on both land and 
buildings, or whetlier tlu*. saim^ amount is i)aid by the owner on 
his land with the buildings exempted. The chief difference is 
to ])e found in tlu' larger cities, wIktc there is a variation in the 
proportion of the value of the structure to that of the land. 
Where the l)uilding valiu^ is sixty per cent of the total, as in the 
suburbs of a large city, (*ompared with forty and thirty-five 
per (!ent in the crowded districts, it might seem that a remission 
of the tax on improvements would tend to foster the construction 
of ))uildings in the sul)urbs and thus to reduce rents all around 
and in this Avay lessen congestion. But entirely apart from the 

^ In 1911 there wen' south of Fourteenth street in New York 467 vacant 
lots, with a value of $9,844,910 out of a total number of 24,203 parcels of real 
estate with an assessed valuation of $1,319,806,666. See the Report of the 
Commissioners of Taxes and Assessments for 1911. 

2 See es[)ecially Taxation of Land Values in American Cities, The Next 
Step in Exterminating Poverty, By Benjamin C. Marsh, New York, 1911. 
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considerations adduced in the last paragrapii as to the relative 
inelastieit}^ of rents in the slums, it may be pointed out that if 
improvements are wliolly exempt the tendency would obviously 
be for landownc'i’s in the crowded slums to er(‘ct still higher tenc'- 
ments, which would have to return only the intfTest on the less- 
ened investment, and whi(di would therefore again increase 
congestion. In point of fact, suitable transportation facilities, 
proper housing and building laws, and adequate credit condi- 
tions exert a far mor(' important influence on congestion and 
house rents than dot^s any system of exemption of improvements 
from taxation. 

The exemption of improvements from the local real estate 
tax has been tried especially in Australasia and in Canada. 
In Australasia the results are in(‘()nclusive, and the real impor- 
tance of the reform lies not so much in the exemption of improve- 
ments as in the substitution of capital values for rental values 
in the assessment of land. ^ In Canada several cities and prov- 
inces have in recent years exempted buildings in whole or in 
part, from the real estate tax." The advantages of the system, 
however, have not been those advanced by its advocates. In 
Winnipeg and Vancouver, for instance, house rents have not 
fallen, but risen; and speculation at large, far from being abated, 
has increased enormously. This is, of course, due to the fact 
that taxation, even as a wliole, is of incomi)arably h^ss importance 
than the economic forces which make for the growth of the 
community. But it is quite idle to speculate upon what the 
result would have been if the improvements had been taxed; 
we are told that little diffia'cmce can be noted betwe^m the 
Canadian hnvns where improvements are exempt and the 
American towns across the border, where they iint taxed.^ 
The true reason why there has been so little opposition to the 
exemption of improvements in Canada is that the tax rate, in 
the face of an enormous increase of land values whi(4i is nat- 
urally found in all rapidly growing communities, has been 
kept very low. Joined to this is the sentiment against absentee 

* For a discussion of this cf. infra, p. 530. 

2 For a full and accurate statement of all the facts of the ctise see chap, 
viii. of Provincial and. Local Taxation in Canada^ by S. Vineberg, New 
York, 1912. This is no. 128 of the Columbia University Series in History^ 
Economics and Public Law. 

* See especially F. C. Wade, The Single Tax Humbug in Vancouver. 
Vancouver, 1912. Wade contends that the other Canadian “non-single- 
tax ” cities have increased still faster than Vancouver. 
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ownership, which is often apt to be strong in any young com- 
munity, as is evidenced by similar movements toward the 
exemption of improvements that are found in the early history 
of prosperous American states/ The situation in Canada is the 
same as that in Australasia/ As soon as the normal conditions 
of a long (established community present themselves, with only 
a gradual and moderate increase of prosperity, but with the 
rapidly growing (expenditure of a (eomplicated (economic life, the 
real probUan will pr(‘S(‘nt its(df, as it is, for instance, found in 
the cities of the Eastern Unibed States. 

So far as it is true that land in or near cities is held largely for 
speculative purposes, the difficulty can b(e nu^t by the enforce- 
ment of now existing laws, and by the imposition of a special or 
a higher tax on iinoccupi(‘(l lands in or mear the city. The tax 
laws of the American states everywhere instruct the officials 
to assess prop('rty at its true or selling value, but it is notorious 
that unimproved lots are, as a rule, considerably undervalued 
as compared with 1]i()S(‘ on which improve.ments have been 
erec,t(Hl. If, then, w(‘. simply enhjrce the laws as they exist, it 
will be more difficult for anyone to hold land too long on specu- 
lation. If in addition we im])ose a special tax or a higher tax 
on unimproved city lots, it will be still more (liffi(ailt to do so. 
It is thus evident that the (k^sired end may be accomplished 
without invoking the aid of the single tax. 

^ In tho territorial days of Iowa, for instance, improvements were ex- 
empted for a, time, in 1840, and a few years later an important dise.ussion 
took jdace in wliich (be dis.'ui vantages of the unearned iruTcmuait aecTuing 
to non-settlers and especially to ab8(ait(‘e speculators wen' fully s(d forth, 
with reflections on the dangers of land monopoly. As the country was 
built up, however, absentc'c ownership diminislu‘d in its r(4ativ(^ impor- 
tance and the demand for the exemption (’>f improv(mients disappeared. 
Cf- J- E. Brindley, Hi.sfory of Taxation in Iowa, 1911, i., pp. 23-28, and 
the interesting editorials from contemporary newspap(jrs, i)f). 370-371. 

Still further back, namely in the seventeenth cc'ntury we find a similar 
movement although for somewhat different reasons. In 1652 Director 
Stuyvesant of New Amsterdam propose^l a tax on unimproved lands only. 
The bill was drawn and wanild have passed but for the necessity of a larg(ir 
revenue from more general sourc('s, due to the war bet ween Holland and 
England. See O’Callaghan, Laws and Ordinances of N'ev) Netherlands, 
1638-1674, ayh anno. Two years later it was proposed that vacant lots 
in New Amsterdam, B(;verwyck and other towns, which had been granted 
for building purposes, shoukl be sold at an official valuation “ in case the 
present owners and propri(dors either neglect or are disinclined to build 
on aforesaid vacant lots.” Ibid., p, 181. 

2 Cf. infra, chap, xvii, sec. vi. 
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Furthermore, so far as the idea of unearned increment is 
really applicable to urban real estate, the problem can be solv('d 
not only by extending the American system of special ass(‘ss- 
ments which takes for public purposes, and precisely at the tinui 
of its creation, the increased value which may properly Ix' said 
to be due to any positive action on tlie part of the community; 
but also by imposing an additional increment-valiK? ii\x, which 
will take for the community a part of tlu^ in(T(‘as('(l value 
caused by the silent growth of the community itself.^ i^y 
enforcing the tax laws as they exist to-day, by (‘xtending llie 
law of special assessments to all the cases which are' ])roi)erly 
referable to the prin(di)le of benefits, by levying a special tax on 
unbuilt city lots and by adding to tlu' existing code of taxation 
some form of increment-value land taxc's, we sliall in all 
probability do as mucli as is under existing conditions either 
practicable or equitable. 

IV. Condudons 

We have studied the single tax from different points of view. 
It is undoubtedly true that the singh^-tax agitatiem has be('n of 
great value. It has in some (nuntric's served to din'ct attiaition 
to the abuses of a mediawal land system. It has in tlu* I nitc'd 
States helped to disclose the shortcomings of tlu' antl(]uat('d 
general property tax. It has everywhere' done' ye'ornan’s sc'rviex' 
in emphasizing the question of unjust privih'ge. But none tlu' 
less we have found ourselves unable to accept its (h'lnatids. 
We have seen that the single tax is defective fiscally, y)olitically, 
morally and economically. We have', learned, first, that it would 
be inelastic, and that it would intensify the inequalitie\s re'sultiiig 
from unjust assessments; seconelly, that although itself pro- 
posed chiefly from social considerations it wejuld prevent the 
government from utilizing the taxing ])ower for other social 
purposes, and that it would divorce the interests of the peoi)le 
from those of the government; thirdly, that it would offend 
against the canons of universality and e(|ua]ity of taxation, 
and that it would seriously exaggerate the difference between 
profits from land and profits from other sources; and finally, 
that it would be entirely inadequate in poor communities, 
that it would generally have an injurious influence on the 
farmer, and that even in the large urban centres it would ex- 


1 As to this c/. infra j pp. 491 et seq., 508 et seq. 
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empt large sections of the population without bringing any 
substantial relief to the poorer clavsses. 

This is clearly not the place to discuss the wider claim of the 
singl(‘-taxers, that the application of their scheme would intro- 
duces tli(' social milhainium. Even as a method of tax reform, 
however, the* ])roject is, as we have seen, a mistaken one. Our 
system of taxation is far from being ideal, or even comparatively 
just. But what(w(‘r be^ the much n(‘(‘d('d reform and however 
d(‘siral)le may be tlu^ addition of a tax on land values to existing 
renaaiues systems, it is not probal)le that either the common 
p(‘ople or tli(' studcnit will acce])t a scheme wliicli is at bot- 
tom palpably unjust, which abandons one of the fundamental 
theories of modern taxation— that of relative ability or faculty — 
and which sec'ks to ])ut the burdens of the many on the 
shoulders of th('. few. 

Note to 10th ed. TIk' Single Tax movement sufTered a notable diminu- 
tion during; the second decade of this century. This is due primarily to 
the fiscal necessities of the (Ireat War, hut in part to the reaction wliich 
followed the attcanjts to exem[)f improvements from taxation in the 
('anadian localiti(‘s. A heejuest from an enthusiastic single taxer has, 
however, provided funds for k(*eping up a periodic, but unsuccessful, 
conlest. in some of the American states. The California discussion of 
1917 is responsible for C. C. PJehn, For and Against the Single Tax, 1917. 
For an historical account of the movement see A. L. Young, The History of 
the Single Tax Morement in the United Slates, 191(), and the Single Tax Year 
Book, (m 1. by Jos(‘ph Dana Miller, New York, 1917. A more recent de- 
fender of the single tax is H. G. Brown, Tivo Essays on the Taxation of 
Unearned Income, Columbia, Mo., 1921, whose contentions are eflfectively 
riddled in an amusing article l)y W. I. King, ‘'The Single- Tax Complex 
Analyzed,” Journal of [Political Economy, v. 32 (1924), p. 604. 

For the Gennan litc'rature of the Single Tax see B. Eulenstein, Nur eine 
cinzige Steuer, Bc'rlin, 1S94; R. Dollfus, Uher die Idee der einzigen Slcuer, 
Basel, lSt)7 ; J. G. IGdkTinann, Das Besitzsteuersystem die kiinftige, cinzige 
direkte Steucrgudle alter Reichsstaalen, Fassau, 3d ed., 1889 ; A. Auersward, 
Beilrdge zur Lehre von. der einzigen Steuer, Greifswald, 1922. An early 
opponent of any form of single t ax was II. Hoffmann, “ Ueber staatswisseii- 
S(diaftliche Versuche d(‘n ganzen Bedarf fiir den offentlichen Aufwand durch 
eine einzige einfache Steu(‘r aufzubringen,^’ Proceedings of the Akadernie 
der Wisscnschaften , June 22, 1843. 

Recent discussion in Latin America has led to several books of which the 
most important are Teodoro Becu, Imimcstos al mayor valor de la pro- 
priedad imrnuehle, Buenos Aires, 1914 ; M. A. de T. Pinto, El impuesto unico 
y la extencidn de impuesto a las mejoras, Buenos Aires, n. d. (1924) ; and 
the Mexican, M. C. Rolland, Salvernos la patria, New York, n. d. (1916). 
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DOUBLE TAXATION 

Double taxation in the simplest sense denotes the taxation 
of the same person or the same thing twice overd This is at 
once a very old and a very new phenomenon. It is very old so 
far as it is founded on mere extortion, on the caprice of govern- 
ment and on tlie desire to raisin reveniuss without any regard to 
the relative burden on the taxpayer. All government was at 
first based on might. Although this was the original cause of tlie 
double taxation of one man and the exem])tion of his neighbor, 
it is in modern times entirely overshadowed by tlu' se(‘ond cause, 
which is essentially of r(a‘(‘nt. growth. We liv(‘ in an age of 
industrial compk'xity and differentiation. In former times 
property rights were simple, and tlie litth' capital that existed 
was largely owned by the producer. To-tlay not only doe's the 
same capitalist invest in different enterprises, not only is the 
producer often dependent for a i)art of his capital on sums that 
belong to others, but. the old geographical unity has been dis- 
solved, and there is no necessary connection between the residence 

1 Cf. F. Wulkor, Double Toxalnof lu the {Dated States, irx the Coluiahia 
Studies, vol. v., no. 1 (1895) ; tlie articles by T. Sutro, in Proeeedbujs of the 
Secorul International Tax Conferenve, 1909, p. 547 ; and C. Crocker, Fourth 
Conjerenec, 1911, ]). 204 ; and “Ke})ort of the Ckanniittcc on Double Taxa- 
tion” ill the Ninth Conference, 1915, p. 558. I'^or the earlier liUirature see 
A. L. Perry, ExiroMeTritorial Taxation, Boston, 1875; G. G. Oocker, An 
Exposition of the Double Taxation of Personal Property in Massachusetts, 
Boston, 1885; and The Injustice and Inexpediency of Double Taxation, 
Boston, 1892; J. C. Bojies, Double Taxation, Cambridge, 1884; J. P. 
Quincy, Double Taxation in Massachusetts, Boston, 1889; R. II. Dana, 
Double Taxation unjust and inexpedient, Boston, 1892; and Double Taxa- 
tion in Massachusetts, Boslon (1895). 

For the foreign literat ure see M. J. Brincour, Des doubles impositions 
fiscales, Louvain (1910) ; Lioppert, F., Das inlernatiorude Finanzrecht, 
Vienna, 1912; and G. Fasolis, Lc doppie imposizioni, Citt^ di Gastello, 
1914. Cf. also numerous articles by Lehr, von Bar and Wonns, in the 
Revue de droit international ct de Ugislalum comparce from 1889 to 1903; 
the committee report in Annuaire de rinstilut de droit international, v. 16 
(1897), p. 118 ; and the articles by Wittman and by Robertson in the 24th 
and 25th Conference of the International Law Assoc., London, 1908 and 1909. 
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of the capitalist and the place where his capital is employed. 
A system of taxation, therefore, which may have been per- 
fectly just under the older and simpler conditions, may now be 
entirely inadequate Ixicause of the failure of government to take 
account of these new comj)li(;ations in property rights. As a 
matter of fact, almost all existing double taxation in civilized 
nations is due to inattention to these modern industrial intri- 
cacies. 

If we approach th(‘ subject of dou])le taxation more closely, 
we are confront ( h 1 by serious difhcailties. There are almost 
as many kinds of duplicates taxation as tliere are kinds of taxes 
or of industrial relations. We find the term used with the 
utmost looseness, so that what may be in oiu^ state a very im- 
portant species of doul)le taxation may be quite insignificant 
in another. In the first state, then, the phnase ‘Tlouble taxa- 
tion’^ always calls up a ])articular set of probk^ms; wliik' in the 
other states t.lu' same ])hrase will denote something entirely differ- 
ent. Let us therefore (aideavor to give an analysis of the 
phenomcaia which, wliile not entering into the details of the 
problem, will explain the principle in all states. 

There are two distinct categories of doubles taxation — that 
by comf)(d;ing jurisdictions or authoritic's, and that by the same 
jurisdiction or authority. The first is essentially geographical 
in c^haracter. It is partly due to the fact that modern wealth 
is more or less cosmopolitan. A man living in one state and 
owning property in another may l)e taxed on th(i same pro})erty 
by both states, because they compete with each other in claim- 
ing jurisdiction over that proi)erty. Not onl}^ is this true as 
between foreign countric's, but it is equally true, and in fact of far 
greater importance, as between conflicting authorities in the 
same country. The se]:)arate commonwealths in a feck^ral 
state, the separate counties in a commonwealth, the separate 
towns in a county — each and all of them may make (‘onfiicting 
claims on the same individual or on the same piece of property. 
Double taxation — or it may be triple or quadruple taxation — by 
competing jurisdictions is thus a profluct of the modern mo- 
bility of capital and labor; and with the growing importance of 
local taxation, the difficulties are multiplied. 

It may happen, however, that a single authority — the same 
town, county, commonwealth or nation — is confronted by 
essentially similar difficulties as to property or persons within 
its jurisdiction. Thus a man buys a piece of land, and liorrows 
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part of the purchase price from another man living in the same 
town. If the town taxes the value of the land, which in this 
case includes the value of the mortgage, and then taxes the 
mortgage, the question of double taxation immediat(^ly pn^sents 
itself. So, again, if a man invests his pro})erty in the stodv of a 
corporation doing business in the same place while the state 
taxes both the investor and the corporation, we are confronted 
by the same difficulty. In su(;h cases the tax(?s an^ irni)osed 
by the same authority or jurisdiction. Let us discuss each 
class in turn. 

I. Double Taxation by the Same Authority 

The simplest case arises when a person is laved on his prop- 
erty, income or profits, while an additional tax is imi)osed on 
the property, income or profits of the business in which he is a 
partner. This clearly is permissible only where a general lax 
on business is levied as an impersonal tax or a tax on tlie thing 
[the business] side by side with the personal tax on the individual 
as such. 

The first important instance of double taxation aris(‘s v luai 
an attempt is made to tax ])roperty and also to tax incomcy or 
to tax either property or income, and also to levy a business 
or license tax. On this fioint there is miicJi miscom e])lion. 
Many consider this to Ix' wrong, because it is doubh^ taxation. 
As a matter of fact, however, if all are put U])on lh(‘ same 
plane, the simultaneous taxation of property and of income 
works no injustice. If all the members of the class ar(‘ treat (‘d 
alike, it makes no differiaice whetlu^r there is one single high 
tax on property, or a low tax on jiroperty and another low tax 
on the profits of the property. In fact, the government would 
be perfectly justified in taxing the pro[HTty, iho income of the 
property and also the expens(‘s or any other attribute of the 
property. All such duplicate or triplicate taxes are pc^rfectly rea- 
sonable so long as they fall equally on all. Taken together, 
they amount simply to a high rate for a single tax on the proj)- 
erty. Double taxation, therefore, is not always wrong; it is 
unjust only when one taxpayer is assessed twice while another in 
substantially the same class is assessed but once. It is the 
inequality of taxation that instinctively shocks us. But if all 
persons within the class are eciually subjected to the burden, 
there can be no just complaint. 

It may be objected that people are not treated alike when 
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they pay different taxes on the same income. Our opinion 
must depend, however, entirely on the attitude we take toward 
what is called ^ differentiation'^ of taxation. If we maintain 
that all incomes should be taxed alike, irrespective of source, the 
ol)jection would be valid. But modern theory has formulated 
the demand for a distinction between earned and unearned 
income's, or betwe^c'ii incomes from labor and incomes from 
property. Kvvn so conservative a write^r as John Stuart Mill 
was an adlu^reut to this principle, which is at ])resent quite 
generally admitted. This ^differentiation." may be secured in 
two ways. A lower rate may be levied on labor incomes than 
on property incomes, as in the present North Carolina or North 
Dakota incoiiH' tax, and as in (Jreat Britain, in Italy, in Holland 
and in some' of tlu' Australian states. But instead of making a 
differ('nc(' in tlu' rates, the same rc'sult may be reaclu'fl by 
levying a uniform tax on all in conn's and an additional tax 
on prop('rty, so that the inconu' from property thus indirc'ctly 
pays a higher rate. This was the case in Prussia and is still 
found in some of ttu' Swiss cantons, where the projxu’ty tax and 
the inconu^ tax tiro k'vied on the same property. In other words, 
property income is put into a cliff en'iit class from labor income. 
It is taxed twic^e — once on f)roperty and once on imiome — 
bf'cause the seeming inequality is consi den'd to be really a 
higher equality. It is double taxation, but it is not unjust double 
taxation. 

In some phices the ])rinciple of diffen'ntiatioii has not yet 
been adopted. When the iiK'onu' tax is added to the pr()})erty 
tax, the income from proi)erty already taxed is (exempted, as in 
Massachusetts and in some of the Swiss cantons. Many difficul- 
ties have, however, arisen in the endeavor to distinguish these 
property incomes. Thus in Massachusetts the (juestion pre- 
sented itself whether the in(;ome from a business could be taxed, 
if the property invested in the business was already taxed. In 
a leading case this practice w^as upheld on the ground that 
business profits are the result not only of the ca[)ital invested, 
but of the industry and skill of the capitalist.^ Althougli this 
is no doubt true, as a matter of fact the inter{}rctation of the 
Massachusetts law was unjust because incomes derived solely 

^ Wilcox vs. Middlesex, 103 Mjuss. 544. Cf. Uk' interesting discussion in 
J. A. Lane, Address on Taxation with Special Reference to Taxation ujmn 
Income derived from Property subject to Taxation^ Boston Executive Busi- 
ness Association, 1891. Cf. also Rejxyrt of the Special Commission on Taxa* 
lion^ Boston, 1891. 
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from land or from other investments pay only oiu^e, while 
incomes derived from business enterprise pay twif^e, once on 
the property invested and again on tiie incomes derived. It is 
this inequality of the tax which renders the system (Tiide and 
inequitable. This has been recognized in practice, and the 
custom has arisen for the assessor to allow" six per cent on the 
capital invested in the business as representing the income 
from capital, and to levy the in(*ome tax only on the suri>lus 
profits. In the Swdss cantons similar provision is made ])y law 
and applies to iii(.*omes from all property, the amount (‘xempted 
being four to five per cent of tlu^ (*apital. These figures are, 
indeed, entirely ari)itrary, althougli they represent an inter- 
esting attempt to avoid double taxation.^ 

If, how^ever, we ac(*ept tiie priiici])l(' of differentiation, this 
attempt is to a certain extent unnecessary. The higher taxa- 
tion of income from property as conqiared with income from 
other sources is theoretically defensible, although tlu‘ exa(;t 
amount of increase cannot be fixed a jjriori. It is only wiien 
the additional rate exceeds this amount that w"e can really 
speak of unjust doui)le taxation. Up to that, point it may 
indeed be double taxation, but it is not necessarily unjust taxa- 
tion. We may, then, conclude that to tax property and also 
the income from projicrty is not of itself inequitable, provided 
that the income from all ])roperty is taxed. To singhi out a 
special class, as is done in JMassachiisetts, does indeed involve 
injustice. But if the tax applies to all property, the simul- 
taneous taxation of property and income is not of itself reprt'- 
hensible double taxation. Incomes from property should be 
taxed higher than incomes from labor. 

The second important case of double taxation is connected 
with the question of indebtedness. Shall debts be deducted 
from assessments for the property tax, or the interest on indel)t- 
edness from assessments for the income tax? “ Is it double 
taxation to tax the creditor on the debt, and the debtor on the 
whole property including the debt? 

Put in this way the answ^er is plain. A man must be taxed 
upon what he has, not upon w^hat he has not. What he owes to 
another is not really a part of his property. The one great reason 
why the countries of continental Europe are changing their 

^ For some additional considerations, see fn/m, chap, viii, sec. ii. 

* The fullest study of this case is Ileckel, Die Einkornmensleuer und die 
SchiUdzinsen, 1890. 
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system from taxation of product to taxation of income, is that 
under the former method, which disregards the personal posi- 
tion of the individual, no deduction is made for indebtedness; 
whereas by the income tax such deduction is made. For net 
income can mean only the surplus above all necessary outlays — 
including interest on debts — connected with the acquisition 
of the revenue. Every income tax, whether in p]urope or in 
America, therefore permits interest on indebtedness to be de- 
ducted. 

What is true of tlie income tax is ecpially true, in theory, of 
the property tax. But the practical limitations to the applica- 
tion of the th(‘ory in th(‘ case of the latter, and more especially 
in th(^ tax on personalty, are very considcTable. The unfor- 
tunate ex})erience of the United States has already been dis- 
cussed. 

TIhtc is, howewer, ont' special phase of the question which 
is of widespread interest. In th(' case of a tax on land or on real 
('State, what should ])e done with the' amount of the mortgage? 
The problem of (loul)le taxation arises, as in several of the 
American states, when Ihe borrower or mortgagor is assessed 
on the full value of his land, and the lender or mortgagee is also 
tax(xl on the amount of th(' mortgage debt. If A, the owner of 
a $100,000 farm, borrows $50,(X)0 from B, the state thus taxes 
$150,000, when there is really only $1(X),000 of property; and 
so far as B is abk' to shift his tax on A, the latter pays the taxes 
for both.^ On the other hand, if the mortgagor is allowed to 
deduct the value of the mortgage, and if the mortgage d(d)t is 
not taxed at all to the mortgagee, the state loses a legitimate 
revenue. It now taxes A on $50,000 and does not tax B at all, 
thus getting a revenue from $50,000, when there is really 
$100,000 of prop(‘rty. In the one case we have double; in the 
other, we have inadequate taxation. 

What is the remedy? Several plans have been tried. Ac- 
cording to the first the mortgagor is taxed on the full amount 
of the property, but the mortgagee is exempt. This method 
is based on the theory that the tax on the lender will be shifted 
at any event to the borrower, that as a result of the exemption 
of mortgages capitalists will lend more readily and at a lower 
rate, and that the benefits of exemption will accordingly be 

1 In 156 Pa. 488, the faxing of both land and mortgage was held not 
to be double taxation. 
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diffused throughout tlu' eommunity.^ This plan is obviously the 
simplest and most effective method of avoiding double taxation. 
Several American stab's liave now adoptcMl this plan, with 
great satisfaction to all concerned. For undc'r this scheme, in 
the case mentioned above', the states will still get tlu^ revenue on 
the {'ntirc' $100,000 worth of property, and the mortgagor will 
not hav(i to pay the double tax, once to the state and again in 
the shape of intr'ia'st to the k'lider. 

A second y)lan consists in exempting not thi^ haidcT, but the 
borrowe'r; not the credit of tlu' mortgagee', but the liability of 
the mortgagor; that is, to tax the lender on the amount of the 
mortgage and tlu' borrower on the value of the' property minus 
the mortgage. In working out this scheme, howe'ver, several 
commonwealths, like California and Massiichusetts, adopb'd 
a slight modification. According t,o tlui amended plan, the 
mortgagor can offset the amount of the mortgage debt. The 
mortgage, on th(^ other hand, is taxabk^ in the hands of the 
mortgagee, but it is treated as realty, not as personalty — that 
is, its iiiias does not follow the domicile of the mortgagee, but 
it is taxc'd in tlie locality where the mortgaged pro])erty lies. 
If the tax is paid by the mortgagor, he may recoup it from the 
mortgagee. In Massa(dmsetts, indeed, this provision is practi- 
cally void, b(*caus(^ nearly all mortgage's contain a clause requir- 
ing th(' mortgagor to pay taxes u])on the mortgaged estate, 
and a fiirtlu'r agreement to pay all taxes upon the debt in the 
c'vent of the repeal of tlu' law. The practical result, therefore, 
is virtually the same; as if mortgages were exempt, and the bor- 
rower taxed on the total value of his land.‘^ In California, wlu're 

S(*(! S(*liginan, The Shifting (ind Incidence nf Taxation, 4th (‘d. (1910), 
pp. 332-337. 

2 S(‘(* the Report of the Special Committee of the Boston Executive Business 
Association on Taxation, 18S0, p. 31. For an iiivf'stigation of th(‘ question 
as to how far the rate of inter<*st lias beiai afTecti'd, see Thomas Hills, Ad- 
aress on Taxation^ delivered before the Boston Executive Business Association, 
1890, p. 20; and Nathan Matthews, Jr., “ Double Taxation of Mortgaged 
Ileal Estate,” in Quarterly Journal of Economics, iv. (1890), p. 339. Cf. also 
R. H. Dana, Double Taxation in Massachusetts. Published under the auspices 
of the Massachusetts Anti-Double-Taxation League, 1895, pp. 72-86. For 
earlier discussions of the subject see Benjamin A. Willis, Remarks on the 
Bill promding for the Exem/ption of Mortgages on Real Estate from. Taxation,, 
New York, 1873; John C. Ropes, Taxation of Mortgaged Real Estate, Boston, 
1881; A. W. Beard, Taxation of Mortgaged Property, Remarks before the 
Legislative Committee, n. p. 1881; Henry Winn, The Exemption of Money 
L^ndors from Taxation: its Effect upon the Interest Rate, Turners Falls. 
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the plan was incorporated into the constitution of 1879, all such 
agreements between mortgagor and mortgagee were', void. This 
continued until 1907 when, after an amendment to the constitu- 
tion in 1906, a law was passed permitting separate contracts. 
Legal eaiactnuints, however, cannot prevemt the operation of 
economic law. As a matter of fact, the interest rate on mort- 
gagt's re)se as a conseeiuemce of the law, and it has even beeai 
claimed witli some degree of truth that interest ros(i by a slight 
amount ov(‘r and above th(^ lax, to compcaisate the kaider for 
trouble and risk.^ By the end of th(^ ninetic's this was b('ginning 
to be recognized, and during the next decade the conviction 
of the futility of the old schemes became so widespread that in 
1910 th(^ constitution was again amended so as to provide for 
the complete ex(‘mption of mortgages. In the meantime, how- 
ev('r, tlie Massachusetts or California systc'm had been intro- 
duced in 1903 in Wisconsin, heading th(T(^ also to practical 
f^x(‘mption.^ 

In addition to these methods of attempting to avoid double 
taxation we find some alternative and halfway schemes. Sev- 
eral stat(^s which rc'cognizc' the iruwitable shifting of a tax on 
mortgage's to the l)orrower or, on the oth('r hand, th(j practical 
imi)ossi})ilit}" of the dis(a)very of mortgages by the* assessors, are 
nevertheless not ready to al)aiidon all revenue from this source. 
A few of tlu'se states try to solve the problem by k'vying a 
special tax on mortgages, but at such a low rate that there is 

1883; and th(‘ same author's Mortgage Exemptwn mid Taxation of Real Estate 
only, Boston, 1889. 

^ See C. C. Pl(*hn, ‘‘The Taxation of Mortgages in California," in The 
Yale Review, viii. (1899), pp. 31-67, Tor later studies on the question of 
the incidence of the tax on mortgages se(‘ Mortgage Taxation and the Bost- 
wick Bills. Prepared by the N(*w York Tax Peform Association, Miw 
York, 1904; Mortgage Taxation and Interest Rates, New ^T)rk, 1900, a study 
made by the New York Tax Peform Association; T. B. Adams, “Mortgage^ 
Taxation in Wisconsin," in the Quarterly Jourml of Economics, xxii. (1907), 
pp. 1-27; and R. A. Campbell, Mortgage Taxation, Madison, 1908. 

2 The same system at one time cxisttnl in Micliigaii, Missouri and Oregon. 
The Missouri constitutional amendment of 1900 was declared by the state 
court to bo opposed to the federal constitution in Russell vs. Croy, 164 
Mo. 69, on the ground that corporate mortgages w(Te not treated in the 
same way as those of individuals. In Ongori the law of 1882 was declanHl 
unconstitutional in 1884 for much the sam(‘ reason, but the defect was 
removed by an amendment of 1885. In 1893, however, the law was re- 
pealed. The Michigan law was also repealed in 1893, and mortgage's were 
again taxable as personal property until 1911 when the mortgage-recording 
law was enacted. 
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less inducement to conceal them. A few others attempt to 
solve the problem by levying a small tax on the mortgage when 
it is recorded, and thereafter exempting it.^ The first method 
involves practical (exemption from the beginning, the latter 
complete exemption after the first yoiiY. Thus the tendency 
may be said to be everywhere in the direction of ex('mption as 
the best means of avoiding double taxation. 

In the abov(^ discussion we have treatc'd primarily of indi- 
vidual indebtedness. Tlu^ sanu' question often arises in con- 
nection with corporate^ debts, esfx^cially in the shapes of mortgage* 
bonds. It has usually been overlook(*d, howewer, that there is 
a distinction between individual and cori)orate })ropei’ty or in- 
come. In the case of individuals, to tax both the* ju’operty and 
the amount of the mortgage del)t is theondically unsound, ])e- 
cause the individuars true taxable property consists in his 
surplus above ind(*l)t(*dness. The capital sloe^k of a corporat ion, 
however, represents, in many cases, only a poi*tion of the* ])r()i)- 
erty, while the remainder is rc^presenti'd by the bonded indebted- 
ness. In the luut('d States, for example, it is w(^ll known that 
railroads are built mainly on the proceeds of mortgage bonds. 
To exempt the mortgage debt in the case of th(^s(' corporations 
would thus b(' in(‘quitable; for only by taxing both capital stock 
and mortgage debt (^an the state reach the ti*U(* faculty of tlui 
corporation. In the case of individuals, indebtediu'ss dimitiishes 
the capacity to pay taxes; in the case of corporations, ind(*])ted- 

* Ah to thi.s see F. Uobinson, “The Mortgage Recording Tax” in the 
Political Science (Quarterly, vol. xxv (1910), p. 009. 

2 At present (1921) only eleven of the Am(‘riean states still tax both 
mortgagor and mortgagee; ten (California, Idaho, Louisiana, Maine*, 
Maryland, New Jta-sey, Oregon, Utah, Washington and Wyoming) (‘xernpt 
mortgages completely; four exempt mortgtigi^s not. excetnling a certain rate 
(New Hamp.sliire and Vermont, 5%; Mi.s.sissippi, 0%; and North Carolina, 
if not ov(‘r $3,(KK)) within the state; one (Indiana) exempts mort- 
gaged land to the extent of $700, provided that, this does not exceed one- 
half of the value of the nail estate, but the mortgage credit is then assessed 
to the mortgagee at his n'sidence; seven (Colorado, C-onnecticut, Massachu- 
setts, Nebraska, Nevada, New Jersey and New Mexico) deduct the mort- 
gage from the value of the land, but pennit the mortgagor to assume the 
tax, the mortgage being tn'ated as an interest in the real estate; three 
(Iowa, Pennsylvania and Rhode Island) tax mortgages at a speidal low 
rate; and eleven (Alabama, Kentucky, Michigan, Minnesota, Missouri, 
New York, North Dakota, Ohio, Oklahoma, South Dakota, Tennessee and 
Virginia) tax mortgages at a low rate when they are recordefi, through the 
mortgage-recording tax. Cf, R. A. Campbell, Mortgage Taxation Depart-^ 
mmi, Madison, 1908; and E. L. McDonald, Taxation of Mortgages in 
Kentucky (with a table), Frankfort, 1916. 
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ness often augments that capacity because the so-called debt is 
in regality an integral and constituent i)art of the capital. 

Strictly speaking, the i)rop(^r distinction is not between cor- 
porate and individual crealit, but between production and con- 
sumption credit. In the case of individuals, money borrowed 
for purposes of consumption or to meet pre^ssing (mergencies cer- 
tainly comes und(T the above rule that inde})t(‘dness is to be re- 
garded as a burden. When, however, money is borrowed in 
ord(T to enlai-ge the business, the credit takes the place of 
capital and may (aial)le the borrower to make larger profits. 
The incom(i of tlie borrower tluTefore is really increased by 
the sur})lus of the additional m't profits, due to the loan, over 
and above the amount of the interest on the loan. In an in- 
come tax this is automatically provided for, since the addi- 
tional profits figures on the one side, and the interest charge 
on the otiuT sid(‘, of the income ac(a)unt. Where the tax is 
levied on property, howev(‘r, no allowanc'c is mad(i. Strictly 
sjxniking, only so muc'h of the borrowed money ought to be 
assessed to the borrower as represents the capitalization of 
the surplus profits. Practically, however, this is impossible 
to ascertain, and we are tlierc^bre justified in demanding an 
exemption of debts from the property tax. 

On the other hand, in the case of corporations, while debts 
ar(' sometimes contracted to meet pressing exigfmcies, and may 
thus in a way be considcTCKl a kind of (‘onsumption credit, mort- 
gage bonds at least ar(^ almost exclusively issued in order to 
provide capital. Economically, the corporate capital consists 
of the bonds and tlu^ stock. In England, as is well known, there 
are even no railroad bonds at all, but simply debenture stock. 
It is th(T('fore quite' fitting that the interest on corporate bonds 
should not be deduct i])l(i in case of the income tax, nor the 
mortgage' bonels themselve's in (aise of the^ property tax. It is 
the correct recognition of this fae^t that has led to the intro- 
duction of the tax on corporate loans in many states, American 
and foreign.^ 

We come now to the third case of double taxation, which 
in the modern days of corporate industry has assumed much 

^ The great dcfe'ct in the otherwise admirable study of Heckel, mentioned 
above, is the failure to distinguish between corporations and natural per- 
sons. He is indeed forced to the practical conclusion that corporations must 
be liable for the tax on mortgage debts, but his arguments are not con- 
vincing; cj. p. 182 of his work. 
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importance, — that of the double taxation of a corporation and 
of the investor in corporate sec^urities. If we tax the corpora- 
tion, shall we also tax the individual stockholder or bondholder? 

The great divergence of practice in America, as well as abroad, 
will b(‘ discussed in another chapter; ^ but th(^ economic theory 
is simple. If tlie tax — whether on income or on property — is 
general, and applies to all chisses of corporations and to other 
non-corporate investments as well, it is manifestly double taxa- 
tion to assess the security holder as well as the corporation. 
The tax on the corporation diminishes his income from the 
corporate security; an additional tax on iho security would in- 
volve double taxation of tln^ same income or property. But if 
the tax is a special or exclusive tax instead of being a general 
tax, the matter is different. In that case the general doctrine 
of capitalization of taxation will apply.- If only one class of 
corporations is taxed, the purchaser of these corporate securities 
will escapes taxation, Ixicause the amount of the tax is discounted 
in the depreciation of the securit3^ For exam])le, let us suppose 
that a corporation previously untaxed has been paying live per 
cent dividends on its stock quoted at par. If a special tax of t('n 
per cent be imposed on these' dividends, the stockholders will 
get only four and a half pe'r cent. But since by the supposition 
other classes of corporations, or at all eve'iits other non-corporate 
investments, are not taxed, the })rice of the sto(‘k will fall to 
niiK'ty. People who can get five' pe'r cent on the ir capital will 
not orelinarily consent to take four anel a half pe'r cent. The 
original holders of the stock will indee'el lose, but the nenv pur- 
chasers will not be affected, be'cause the tax is capitalizenl anel 
leads to a depreciation of the capital value of tlie stock. A 
dividenel of four and a half dollars on stock costing nine'ty is 
as good as one of five dollars on stock costing a hundreel. A 
tax leviexl only on eorporate profits, or only on some special 
classe's of cor])orations, doe's not affect anyone except those who 
becejine stockholdc'rs before the imposition of the tax. To tax 
the new })urchas(T on his security would not in such a case 
involve unjust double taxation.^ 

^ Infra, chap, viii, hoc. v. 

2 See Seligman, The Shifting and Incidence of Taxation (3d ed.), pp. 221- 
226. 

3 This and the following point is not considered at all either by Professor 
Wagner who is opposed to such double taxation of corporations, “Direkte 
Steuem ” in Schonberg’s Ilandbnch der Politischen Oekonomie, III. 1, 4th 



DOUBLE TAXATION 


109 


There is one other condition under which the simultaneous 
taxation of the corporation and the security holder is not unjust. 
In the case of a stockholder, we have seen that if the tax is gen- 
eral it is unjust to tax both the corporation and the stock- 
holder. In the case of a bondholder this would also ordinarily 
be true when the income tax on the corporation is, for instance, 
deducted from the interest of the bondholder as well as from the 
dividends of the stockholder. In .some cases, however, it hap- 
pens that the corporation is willing to assume the tax as a 
whole, and to count the tax among its fixed charges, declaring 
the coupons free from tax. In such a case it is really the stock- 
holders who pay; for the interest on the bonds is fixed, and 
what is not deducted from the interest must be paid out of the 
surplus earnings which would otherwise ultirnatc^ly go to the 
stockholders. The bondholders are not reached at all by such 
a tax, except in tlu' very indirect way that they may be expose'd 
to an ultimate diminution in the security of their lien. But the 
tax as such does not strike them at all; their property or income 
in the corporai.e bonds goes scot-free. An additional tax upon 
the bondholder would thus really not involve any injustice to 
them. Here, as well as in the preceding case, a study of the real 
incidence of the tax l)ecomes important. What is apparently 
doul)le taxation may turn out not to be such. 

We may, therefore, sum up by saying that in so far as the 
tax is general, it is manifestly unjust to tax both corporation 
and security holder; but that when the tax is partial or when the 
corporation assumes th(‘ tax as a whole, the additional taxation 
of stockholder or of bondholder is not necessarily ei^ her double 
taxation or inequitable taxation. 

There remains the fourth and final form of double taxation 
by the same jurisdiction, which has given rise to considerable 
difficulty. This applies especially to corporations. The ques- 
tion here is: Is it permissible to tax the corporation on its 
property and again on its capital stock? 

The answer from the economic standpoint is simple. While 
the exact relations between capital stock and property are dis- 
cussed more fully below, ^ it is clear, for the purposes of this 


ed., p. 428; or by Professor Schaeffle, who is in favor of such double taxa- 
tion {Die Sleueniy vol. ii (1895), p. 24). 

1 Infra, chap, viii, sec. hi. 
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argument, that corporate property is at all events one of 
the eleinemts that (urntribute to the value of the capital stocic. 
If this be true, to tax the corporation on its propc'rty and then 
to levy an additional tax on its stock, is pro tanto duplicate taxa- 
tion of an unjust character. If other persons are taxed only 
once on property, corporations should not be taxed again on 
what is at all events a part of their property. 

This concludes the discussion of the important cases of double 
taxation arising from the actions of the same tax jurisdiction. 
Equally important are the easels due to the (*onflicts of juris- 
diction between independent taxing authorities. These we now 
proceed to take up. 

II. Double Taxation by Competing Authorities 

The problems included under this h('ad are essentially of 
modern growth. Until very recently they have received little 
attention, for three rtvasons. In the first place, the international 
relations of commerce and industry were comparativi^ly unim- 
portant; and even within the same state business methods and 
business investments were far more localized and less com- 
plicated. Secondly, tlu^ stranger in primitive society was 
originally an enemy. The survival of this idea, in the concep- 
tion that the foreigner, as such, is an especially desirable subjc'ct 
of taxation has only slowly given way to the broadcT conc>ep( ions 
of the mod(ra age. Thirdly and chi(dly, in former times but 
little attention was given to tlu^ question of justice in taxation. 
Even when the general problem was considcTed, th(^ dc^tails of 
double taxation were regarded as insignificant. But nowadays 
the question is forging to the front. 

It need not be })ointed out that amid the complexities of 
modern industrial life equality of taxation cannot be attained 
without a careful consideration of these problems. To-day 
a man may live in one state, may own property in a second and 
may carry on business in a third. He may die in one place and 
leave all his property in another. He may spend all his income 
in one town and may derive that income from property or 
business in another town. He may carry on business in several 
states, or if he has invested in corporate securities, the corpora- 
tion may be the creature of another state and may be situated 
or do business in a third. All these cases may affect foreign 
states or separate commonwealths of the same federal state, or 
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separate cities or counties of the same commonwealth. The 
possible cntaiiglemcaits are well-nigh innumerable.^ 

The question thus arises: Where shall a man be taxed? 
Whatever principle we lay down^ it is plain that, if every state 
or every tax authority followed the same principle, it would be 
easy to avoid double taxation. The complications arise from 
the fact that one state follows one principle, and that another 
state follows an opposite or conflicting princi])lc. Let us discuss 
the different principles that have actually been employed. 

The oldest princijde is that of citizenship or political alle- 
giance. Originally only the citizen of the states or the burgess 
of the town had any obligation to the government under which 
he lived. But it soon happened that commcTcial relations de- 
veloped, until in modeaii times the actual population of any 
state or community is by no means limite^d to citizens. To tax 
only the citizen and to (‘xeaiipf. th(‘ stranger, whether the' stranger 
be from anotluT stale or only from another city, would plainly 
be inadrnissilde. Political allegiance in this sense is nowhere 
to-day mad(' th(‘ ])asis of taxation. Yet when y)olitical allegiance 
involv(\s a positive* rather than a negative attitude, it is still 
followed, at all (‘vents in international relations. While the 
stranger is not exem])ted, tlu* citizen living al)road is fre- 
quently helel responsible te) his (‘ountry. Political fealty cannot 
be so e^asily abandoneH.!; political rights involve* political dutie'S, 
Among them is ceadaiiily the^ duty to pay taxes. 

In moelern time's, however, the force of political allegiance 
has been considerably weakened. The* political ties of a non- 
resident to the mothe'r country may often be merely nominal. 
His life may be si)ent abroad and his real interests may be 
indissolubly bound up with his new home, while his loyalty 
to the old country may have almost ce)mpl('t(*ly elisappeareel. 

^ The question hn.s naturally attracted some attention in federal states. 
We find little discussion of tlie problems in Fnaich or Enj 2 ;lish books on 
finance. It is only lately that the matter has been seriously discussed in 
Germany and S\vitz(‘rland. See especially Schanz, “Dio Ort d('r Bes- 
teiiening,” in Ffna?iz Archiv, vol. ix (1S92); and G. Antoni, “Die Steuer- 
subjekte im Zusamm(mhalt(' mit dor Durchfijlirung d(*r Allgemeinheit der 
Besteuerung,’’ in Finanz Archiv, vol. v (IS<S8), p. 910. A more recent 
work is J. Fischer, Die Doppelhesteurrung in Slant und Gemeinde, Berhn, 
1909. CJ. also H. Kramer, Die Kinkomtnen- und Vcrnwrjvnhv.Hte.aeriuig der 
AnsUindcr und Forensen, Ih^rlin, 1909; and Schneider, “Einkomrncais- 
besteuerung der iiber mehrere Staaten sich erstreckendcni Gewerbet riebe 
mit besonderer B(‘,riicksichtigung der wurttembergischen llechtssprechung,” 
in Finanz ArchiVy v. 28 (1911), p. 015. 
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In many cases, indeed, the new home will also become the place 
of a new political allegiance. But it is well known that in some 
countries the political bond cannot be dissolved even by per- 
manent emigration; while it frequently happens that the 
immigrant has no desire to ally himself politically with what is 
socially and commercially his real home. In the modern age of 
the int(a'nation«al migration of persons as well as of capital, 
political allegiance no longer forms an adequate test of individual 
fiscal obligation. It is fast breaking down in practice, and it is 
clearly insufficient in theory. 

The second principle that may be followed is that of mere 
temporary residence; every one who happens to be in the town 
or state may be taxable there. This, however, is also inade- 
quate. If a traveller chances to spend a week in a town just 
when the tax collector comes around, there is no good reason 
why he should be assessed on his whole property by this par- 
ticular town: the relations between him and the government 
an' too slight. Moreover, as he goes from place to place, he 
may be taxable in each place or in none. Temporary residence 
is plainly iuadmissil)le as a test. 

The third principle is that of domicile or permanent resi- 
dence. This is a far more defensible basis, and it has many 
arguments in its favor. Those who are permanently resident 
in a place ought undoubtedly to contribute to its expenses. 
But the principle is not perfectly satisfactory. For, in the 
first place, a large part of the property in the town may be 
owned by outsiders: if the government were to depend only on 
the permanent residents, it would lose a portion of its rightful 
dues. In the second place, most of the revenues of the resident 
population may be derived from outside sources, as from busi- 
ness conducted in other states. In this case, the home govern- 
ment would be gaining at the expense of its neighbor. Thirdly, 
property owners like the absentee landlords of Ireland or the 
absentee stockholders of the railways in the western states of 
America cannot be declared devoid of all obligation to the 
place whence their profits are derived. Domicile, therefore, 
cannot be the exclusive consideration. 

The fourth principle is that of the location of the property, 
or origin of the income. This again is undoubtedly legitimate 
to a certain extent. For a man who owns property has always 
been considered to have such close relations with the govern- 
ment of the place where his property is situated, as to be under 
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obligation to support it. But for reasons just the reverse of those 
mentioned in the preceding case, the location or the origin 
clearly cannot be the only test. Permanent residents of means 
owe some duty to the place where they live, eveh if their prop- 
erty is situated elsewhere. A New Yorkcir who has invested 
even his whole property abroad cannot be said to be entirely 
without any duty to support the New York or American govern- 
ment. 

We see then that each of the last three principles — tem- 
porary rc^sidence, domicile and location of property — has a 
certain, but none a complete justification. There is, however, 
one final principle, toward which all modern governments are 
tending, which reconciles the three preceding tests. This is 
the principle of economic interest or economic allegiance, as 
against the antiquated doctrine of political allegiance. Every 
man may be taxed by competing authorities according to his 
economic interests under each authority. The ideal solution 
is that the individuaks whole faculty should be taxed; but that 
it should be taxed only once, and that it should be divided 
among the tax districts according to his relative interests in 
each. The individual luis certain economic intc^rests in the 
place in which he happens to live, in the place of his domicile, 
and in the place or places where his j)roperty is situated or from 
which his income is derived. If he makes money in one place, he 
often spends it in another. 

It has been pointed out elsewhere that the conception of 
faculty in taxation involves two considerations, — those con- 
nected with acquisition or prcxluction, and those connected 
with outlay or consumption.^ In apportioning the total fiscal 
obligation of the individual it is therefore necessary to ascer- 
tain from what place or places his earnings are derived, and 
then to observe in what place or places they are expended. 
Only in this way can his real economic interests be located. 

From this point of view the solution of the problem would be 
easy. Let the state or states from which the earnings are received 
divide among themselves the taxes on production, that is, the 
taxes levied according to property or income or business or 
any other measure of productive capacity: let the state where 
the individual lives and where the earnings are spent levy 
taxes on consumption, whether direct or indirect. 

^ See Seligman, Progressive Taxation in Theory and Practice, 2d ed. (1908), 
pp. 290-294. 
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This plan, however, involves one serious difficulty. Ex- 
penditure, for obvious reasons, is no longer considered so satis- 
factory a basis of taxation as revenue. And although taxes on 
consumption are still largely employed mid are defensible for 
the central authorities, their use for local or commonwealth 
piirpos(?s tends everywhere to be restrii'ted to narrow limits. 
Where taxes on consumption an^ a])andoiUHl, it becomes nei;- 
essary to devise some compromise in aiiportioning the taxes 
on production. Some writers have suggested that three-quarters 
of the tax on property or busiiuvss or earnings should go to 
the state of domicile, while otlu'rs hav(j proposed an equal 
division. It may be (‘onceded that tlie exact division is nec- 
essarily arbitrary; but ev(‘U an arbitrary division is better thmi 
no division at all. Whatever figures w(‘ adopt, it is none the 
less clear that the principle of economic interest will help us out 
of many a difficulty. 

In international relations we have scarcely begun to apply 
the doctrine; in fact, we still cling in part to the princi})le of 
political allegiance. TIkj r(.\sult is miudi unjust double taxation.’ 
In internal relations, as in the federal states of America, Ger- 
many and Switzerland, more i)rogress has been made. In the 
United States, as to a large extent everywhere else, the rule 
of sihis has been api)lied to real estate. This is taxed where 
it is situated. But in the cas(? of personalty or business most 
countries waver between the doctrines of situs and of domicile. 
In Ameri(;a, for example, while most of the states tax per- 
sonal })roperty actually located within th(‘ir bounds, “ we find in 
many places the legal principle, which had its origin in entirely 
different reasons, that personalty follows the owner — inobilia 
'personam sequimturA Accordingly if the owner is a non- 
resident, his personal property may be taxed twice — once by the 
state where it is located, and again by the state of his domicile. 

^ Cf. from the point of view of int(‘niational law various essays by E. 
Lehr, “Les doubles impositions en droit internationaV^ in Journal CAunet, 
1901, p. 722; bases de Fimpbt en droit international, in Revue de 
droit international, 1897, p. 428; ^‘Les Bases legitimes des imp6ts en droit 
international,” ibid., 1903, p. 547. Cf. also L. von Bar, Observations sur 
les principes du droit international concemant les imp6ts, notamment Ics 
doubles impositions,” ibid., 1900, p. 435. 

2 That this is permissible is recognized in Coe vs. Errol, 116 U. S. 517. 

* Or, as it is som{jtimes put, mohilia inhaerent ossihus domini. Cf. in 
general, Story, Coyiflict of Laws, §§ 362, 383, 550. The original use made of 
this principle in America may be seen in Catlin vs. Hall, 21 Vt. 152. 
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In the United States several commonwealths have indeed 
provided by statute for the exemption of a resident’s person- 
alty, if located and taxcxl in anoth(‘r state. Such is now the 
law in Alabama, California, Connecticut, Indiana, Louisiana, 
Maine, Massachusetts, Missouri, New Jersey, Ohio, Rhode 
Island, South (Carolina, Vermont and West Virginia.^ The same 
rule has been extended l)y judicial inter])retation to Illinois, 
Kansas, Missouri, New York, North Carolina and Ohio.^ In 
other comnionw(‘alths the rule is applied only in part. Thus in 
Arkansas, South Cai'olina and Virginia a similar exemption is 
made for all personalty except in so far as money, credits or 
investments in business tiro concx'rned.'^ In Delaware onl,y so 
much of the personalty is excmipt as consists of non-productive 
securities of other commonwealths.'^ Finally, in Michigan all the 
personalty of a resident is taxaJ>le excef)t that which is invested 
in another commonwealth. But in most of the commonwealths 
th(‘ legal fiction still prevails, and the individual is taxed on all 
his personalty irrespective of its location. The obvious result is 
double taxation of a nature v;hich cannot possibly be justified. 

1 Ala. Code (18%), §3911; C'al. Polit. CVxle (1003), §3607; Conn. G(‘n. 
Slat. (1002), §2321 d -svr/. (applies to properly luXiially invested in mer- 
ehandisinp: or inamifaeturinK) ; Ind. \nnot. Slat. (1894), §8410; La. Act 
July 0, 18^K), no. 10(), § 1 ; Ma.s.s. Law:s. 1918, c. 129; M(^ Hev. Stat. (1004), 
ch. 0, § 13-11; Mo. R(‘v. Stat. (IsSO), §§ 7503, 7508, 7.531; N. J. Hev. Stat. 
(1877), p. 1151; (). Hev. Stat. (1892), §2735; R. 1. Pub. Stat., cliap. 42, 
§ 0 (applie.s only to macJiinery, iiiaehiii(‘ tools, stock in trade*, merchandise, 
lumber, coal and stock in livery stabU's); S. C. (k)de (1902), §268; Vt. 
Stat. (1891), § 362- IV; W. Va. Code, chap. 2\), § 48. 

2 Mills tvs. Thornton, 26 III. 3(K) (1861); Fisher vs. (commissioners of 
Rush County, 19 Kan. 414; State vs. St. Louis Ck)unty, 47 Mo. 594 (1871); 
State ex rcL Dunnie.a vs. ( 'ounty Ckmrt, 69 Mo. 454 (1879); Valle tvs. Ziegler, 
84 Mo. 214 (1882); People <vr rd. Hoyt vs. Commi.ssioiUTs, 23 N. Y. 224 
(1861), which decided that shares of for(*ign corporations are exempt from 
local taxation in New York because they have no silm in the state; People 
ex rd. Trowbridges vs. (.Commissioners, 4 llun, 595 (1875); 2 Jones Kq. 
Rep. 53, wherc^ the* j^rinciph* mohilia personam sequuniur is declared to 
be “a fiction which has no application to (piestions of revenue”; Carrier vs. 
Gordon, 21 Ohio, (>05 (1853), The Supnane Court has now recognized 
the princif)le th.at. tangibles ptirsonality if permanently located is taxable 
where located, and not els(*where. Union Transit Co. vs. Ky., 199 U. S. 194 : 
Southern Pacific Co, vs. Ky., 222 U. S. ()3. For a comprehensive survey 
of the law see ^‘Analysis of Cases relating to Situs” by E. F. Trabue in Pro- 
ceedings of the National Tax Association, Eighth Conference,, 1915, p. 242. 

=* Ark., Mansfield's Digest, sec. 5048; S. C. (den. Stat., chap. 11, sec. 149; 
Va. Code, sec. 492. 

♦ Del. Laws 1879, chap. 2. ^ Mich. Laws 1885, no. 153, sec. 2. 
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According to the doctrine of economic interest, the solution 
is plain. A large part of the tax should go to the place where 
the property lies or whence the earnings are derived; a smaller 
share to the domicile of the owner. But this presupposes uni- 
form action on the part of the conflicting authorities. As long 
as no interstate or intercommunal agreements are made, the 
simplest plan would be for the state of location to tax the tan- 
gible property, and the state of residence to tax the intangible 
property or income therefrom. 

This conclusion, however, is complicated by several con- 
siderations. In the first place, the intangible property may 
consist of corporate securities, while the corporation may al- 
ready be taxed in the state where it is situated; secondly, the 
intangible property may consist of a mortgage on real estate 
abroad, which in that state is treated as realty and already 
taxed; and finall}^, the American experience with the taxation 
of intangible personalty in general is very sad. For practical 
purposes, therefore, the conclusion would be: Tax only realty 
and tangible personalty, and tax this in the state of location. 
When the era of interstate agreements is finally reached, it 
will be feasible to attempt the more ideal plan of taxing the en- 
tire property or income, dividing the proceeds among the 
states of location and domicile according to a pre-established 
y)roportion, and in harmony with the doctrine of economic 
interest. In the interval it may be possible to reach intangible 
personalty through some form of national taxation, the general 
government then to apportion the proceeds to the states. 

In Germany and Switzerland the situation is much simpler 
than in the United States because of the existence of federal 
regulation upon the entire subject. In Germany the federal 
rc'gulation dates from 1870, and was further developed by a 
law of 1909.^ A German citizen is now subject to direct taxes 
only in the state of his domicile or, where he has no domicile, 
in the state of his residence. Real estate and so-called fixed 
industry {siehende Gewerbe) can be taxed only in the state 
where the real estate or place of business is situated. If there 

* Cf. Th. Clausa, “Das Reichsgeaetz vom 13 Mai, 1870 wegen Beseiti- 
gung der Doppelbesteuerung unter vergleichender BerUcksichtigung des 
Schweizer Bundesrechts erliiutert,” in Finanz ArchiVy vol. v. (1888), p. 138 
et seq.; “Deutsches Doppelsteuergesetz vom 22 Marz, 1909," ibideniy vol. 
xxvi. (1909), p. 809 et seq.; R. Blochmann, “Das Reichsgesetz wegen 
Beseitigung der Doppelbesteuerung vom 13 Mai, 1870 erlautert," in 
Annalen des Deutschen Reichs, 1887, nos. 7~10. 
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are several such places of business, the tax is divided among 
the various states according to a fixed proportion. If anyone 
is assessed in one state for a direct tax when he has paid a 
similar tax in another state for the same period, he has a right 
to rc'imhursement. The German law, however, is not complete 
in that it does not regulate the interlocal taxation. In the 
mattcT of local taxation it was thought best to leave the adjust- 
m(ait of conflicts to inter-state agreements, and of these not a 
few have been consummated.^ 

In Switzerland, on th(i other hand, the federal law applies 
to local as well as to state taxation. It was not until 1874 that 
th(' constit\ition empowered the federal government to prevent 
double taxation. After that time the federal council rendered 
a number of decisions most of which worc^ summ(‘d up in the law 
of 1885.^ The principles enforced are the same as in Germany, 
but are carried out in further derail and with greater effective- 
ness. The law applies also to inheritance taxes, which accrue 
in the case of r('al estate to the canton where it is situated, 
and in the case of personalty to the canton where the de- 
ceased was domiciled. 

It will l)(i well now to take up in turn the most important 
cases of double taxation by differiait jurisdictions. As the 
problems apply to interstate or inter-municipal complications 
as well as to difficulties b(4ween foreign countries, the word 
alien must be understood to include persons from another 
town or commonwealth as well as from a foreign (*ountry. 
And since the (jiu'stions are precisely th(» same when applied 
to corporate business as when applied to individuals or indi- 
vidual business, the term citizen must be understood to mean 
legal as well as natural persons. Let us proceed to discuss 
the cases in order. 

' r/. Dr. Strutz, *‘Dic Gemeindebesteuernng des Einkommens aus 
auslUndischem Grundhositz und Geworbebotriob in Deutschland/^ in 
Verivallungsarchivj vol. iv. p. 209; and Brincour, op. cit.f p. 10. 

2 Cf. the two works by E. Zurcher and F. Schreiber, each entitled, 
Kritischc Darstellimg der Inmdcsrechtlichen Praxis betreffend das Verbot der 
Doppelbestcmrung und Vorschlage zur Regelung dieser Frage, and each pub- 
lished in 1882; B. Van Muyden, Expose criiiqtie. de la jurisprudence federate 
en tnaiiere de double impodtion suivi des propositions en vue de r^glement de 
ictte question par une lot federate, 1882; P. Speiser, Das Verbot der Doppel- 
besteuerung (i887); C. A. Brodtbeck, Unser Bundesrecht in Doppelhe- 
steuerungssachen (1898); P. Steiger, “IJeber die Grundzijge eines Bundes- 
gesetzes betreffend das Verbot der Doppelbesteuerung/' in Zeitschrift fur 
Schweizerisches Recht, vol. 43 (1902). 
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1. Shall a resident citizen he taxed on his 'property abroad or 
on his income from abroad? 

In international relations the principle of political alle- 
giance is still largely followed. Thus in England, and many 
other countries, as formerly and again more recently in the 
United States, a resident citizen is subject to the income tax 
on his entire income, whetluT received abroad or not. If, as is 
usually the case, the income is again taxed where it is earned 
we have a glaring case of double taxation. It is only in the 
inheritance tax that the principle of citizenship has begun to 
be weakened, and that the doctrine of location is applied to a 
small extent. 

In state and local taxation the principle of economic inter- 
est has made more headway. In the United States, as well 
as in several of the German commonwealths and Swiss can- 
tons, the rule of situs is generally a])plied to real estate and to 
tangible pcrsonaUy and business; the rule of domicile to other 
forms of property or revenue. In Germany the taxes on busi- 
ness, salaries and pcaisions, as well as on land, must be assessed 
according to location. But all these rules are only an approx- 
imation to the ideally correct i)rinciple. 

In the case of business — whether individual or corporato— 
America is as yet in the rear of some of the European states. 
In purely local taxation the American commonwealths generally 
levy the entire property tax at the place of the principal office, 
although most of the business profits may be earned in other 
places within the state. In the case of corporation taxes, how- 
ever, a few states now pursue the more sensible policy of taxing 
the domestic corporation only on that part of its capital or 
earnings which is employed or received within the state. This 
is perhaps as near as we can get at the present time to any 
practicable solution. 

2. Shall a non-resident citizen be taxed on his property abroad 
or on his income from abroad? 

This seems to involve a great stretching of the principle of 
political allegiance; yet we find it to be the practice at the 
present day in international relations. For instance, in the 
national income tax of 1894 in the United States, an Amer- 
ican was taxed on his whole income, whether he resided in 
America or abroad. Some states, however, like England and 
Austria, do not carry the doctrine of citizenship to this point, — 
they make no attempt to tax a non-resident citizen on his 
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foreign income. Other eountriovs ding only nominally to the 
princaplo, by providing for a rcmiission of taxes in case the 
citizen is actually taxed abroad. And still otluTS; like Russia, 
compromisti the matter l)y exempting the citizen after he has 
lived a}>road two years. 

In state and local taxation, the tendency is far more evi- 
dent to settle t he matter according to the doctrine of economic 
interests. According to tliis principle, there is no imagina- 
ble reason wliy a non-resid(‘nt citizen should be taxed for his 
property abroad. Morc*ov(‘r, neither tlu; i)rinciple of location 
nor that of domicile has any application. Even if it were desira- 
ble to levy such a. tax, it is difficult to see how the obligation 
could be enforced, unless the non-resident happened also to 
own some real ('state at home. And even then, the home prop- 
erty would scarc(‘ly ho. liable for the tax('s of the non-resident 
on his foreign income. 

3. Shall a, non-resident citizen he taxed on his 'pro'perty at 
home or on his income earned at homef 

Here, again, Uk' id(‘al solution would be, as in the first case, 
that the Iioitk' gov('rnment should levy not the entire tax, but 
only the greater f)art, leaving a small share to the foreign govern- 
ment. But in default of such an arrangement, the most prac- 
ti(‘able method is for Mk' home govc'rnment to levy the whole 
tax, and to trust to the fon'ign government to avoid double 
taxation. 

As a matter of fa{*t, this is the practice in international 
relations. Almost every wlu're the income earned at home is 
taxable even though the citizm liv('s abroad; for in this case 
the principles of citizenship (or politi(\‘il allegiance) and of 
location come together. In state and lo(*al taxation, however, 
the practice is considi'rably modifitxl by the principle of dom- 
icile, as applied to certain forms of personalty or income. We 
have seen the practice in America in regard to property; and 
in the few cases of income taxation, the custom is still further 
restricted. In Massachusetts and Virginia, for instance, the 
income tax applies only to residents. 

4. Shall a resident alien he taxed on his property or income 
in the state of resideoiccf 

This, together with the two following cases, is the reverse 
of the preceding (*ases. It is indeed evident that the alien should 
not be treated with greater favor than the citizen. Accordingly, 
if the non-resident citizen be taxed, the resident alien should 



120 


ESSAYS IN TAXATION 


certainly not be exempt in so far as the same property is con- 
cerned. In international relations most states have here aban- 
doned the doctrine of political allegiance. There is no reason 
why it should not be abandoned; for the principles of domicile 
and of location here converge and, combined, far outweigh 
that of citizenship. In state and local taxation the matter 
is somewhat complicated by a survival of the old jealousy of 
strangers. Not only is the r(\sident alien taxed, but lie is some- 
times taxed at a higher rate than the citizen, or is taxed when the 
citizen is exempt. We find this, for instance, in tlur United 
States where a higher rate is imposcxl on certain foreign com- 
panies (/.c. resident aliens). A way out of tlie difficulty has been 
outlined in the so-ealled reciprocal law’s, according to wdiich 
a state taxes resident aliens in the same w^ay that- its citizens 
resident in the foreign state are there taxed. ^ The w’holesome 
dread of reprisals is often sufficient to prevent unjust double 
taxation. 

5. Shall a resident alien he taxed on his property abroad or 
on his income earned abroad? 

This case is not quite so simple. We have seen that if we 
abandon the principle of political allegiance and substitute 
that of economic interest, a large part of the tax should ho paid 
to the country where the property is situated, and only a small 
part to the country of domicile. But wffiere this ideal cannot 
be attained, we found it simpler to apply, as far as possible, 
the doctrine of location. 

In international relations it is to be noticed that almost all 
states have abandoned the doctrine of political alh'giance 
and have substituted that of domicile. That is, in England 
and in most of the German states residents are liable to the 
income tax on their whole income, whether they are aliens or 
citizens, and whether the income is derived from the home 
country or from abroad. This was also the case in the 1894 
income tax in the United States. To put it in another way: 
when the principle of citizenship is advantageous to a state, 
it is applied; when it is disadvantageous, it is not applied. Only 
a few countries exempt the foreign property or income of a 
resident alien. If the foreign state applies the principle of 
citizenship and the home state the principle of domicile, as is 
frequently the case, it is not to be wondered at that there should 
be so much double taxation. 

^ See m/ra, chap, vi, sec. ii., § 2. 
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In state and local relations the doctrine of economic inter- 
ests has made considerably more headway. Little attention 
is paid to th(‘ (|U(\stion wluither the n^sident is a citizen or a 
forei/i;ner, or whether we are dealinj^ with a foreign or a domes- 
tic*, business or cori)oration. The problem is solved very much 
as in the case of the rc'sident citizen. 

6. Shall a 7iofi-resident alien be taxed on his property or income 
in the state? 

In int(‘rnational relations, here again, the principle of polit- 
ical allegiance has becai abandoned, and that of location has 
been substituted. It is the almost universal custom for states to 
k‘vy a tax on incomes arising within their borders, irrespective of 
tlui question whether the recipient lives abroad or is a foreigner. 
The income tax law of 1894 in the United States formed no ex- 
ception. Th(‘ (lifficully arises in the practical enforcement of the 
law, where the pro[)(*rty or the source of income does not con- 
sist of tangible property. 

In state and local taxation the problem is comparatively 
simi)le as regards tangible property, which is taxed where 
it is located. But in tlie case of intangible property, not capable 
of a situs, the question arises whether it should follow the dom- 
icile of the owiUT, and to that extent be beyond the jurisdiction 
of th(* taxing power; or whether the intangible property may not 
be declared to hav(* at least an economic situs in connection 
with the tangible proi)erty on which it is based or which it 
represents. In so far as corporate securities are concerned, this 
question will be treattnl in a subsequent (diapter. In the case 
of earnings from business, since there must generally be an 
office or an agent in the state through which the earnings are 
r<*(‘eived, the alien (or foreign business or corporation) is to 
that extent no longer a non-resident. But even here the prin- 
ciple of economic interc'st is clearly applictable. 

In the case of the inheritance tax international complications 
have recently assumed important dimensions. In the British 
empire the difficulty has become especially acute in view of 
the high inheritance taxes levied simultaneously by the mother 
country and by the states of Australasia or South Africa. At 
the last imperial conference in London this was made the sub- 
ject of urgent representation by New Zealand; but the British 
government could not see its way to abandon the large revenues 
now derived on the estates of non-resident citizens. 

Of recent years the problem of double taxation has also be- 



122 


ESSAYS IN TAXATION 


come acute in the United States in the case of the inheritance 
tax which is now so widespread.^ At first, as in the case of the 
general property tax, while real estate was usually taxed only 
in the state of its sitiiSj most of the (commonwealths taxed not 
only all the personal property of resident deccMlents but also 
such personal property of non-resident decechaits as was ac- 
tually or technically within the state, as monc^ys or securities 
in th(c local banks or deposit com])ani(‘s, or other ('vidences of 
debt. Some states ('ven went furtlu'r and taxed the securities 
of corporations organized uiuk^r tlunr laws, (wen though the 
dec(‘dent was a non-rc'sident and the securities were in some 
other state. In this way there was the ])ossibility of not only 
double, but triple or quadruple taxation. For if the citizen of 
state A, whose entire fortune (‘onsisted of railroad bonds, hap- 
pened to die in state B, leaving on di'posit in state (' the securi- 
ties of a railroad organized in stab' D but actually operating in 
state E, his whole estate miglit Ix' taxable by (‘ach of the five 
states, A case actually occurred a tew yc'ars ago in New York 
where a decederiFs estate was (xunpelh'd to pay no less than 
four taxes to different states on the same portion of tfuc esta.t(c. 

About oh (‘-half of the American commonwealths still follow 
the old method. Several states, however, now end(‘avor to 
avoid double taxation by maintaining tluc priiuaple that per- 
sonal property should ])C taxcxl only at the dornicihc of the de- 
cedent.^ Others, again, have adopt(Ml this principle only in 
part. Maine and Vermont, for instance, allow a resident dece- 
dent^s estate credit to the extent of tax(cs imposed on the same 
inheritance by another state. As to non-resident de(*edcnts, 
however, their personal property in the state is still taxable, 
but only to the extent that the amount of tax may exceed the 
amount imposed by the state of the decedent^s domicile. A 
few states, again, have a reciprocal provision. Massachusetts, 
for instance, allows a credit for taxes paid to other states, but 
only if the law of such other state contains a similar recii)rocal 
provision. Finally in a few states we find retaliatory provisions. 
Connecticut, for instance, taxes the sto(;k or registered bonds of 
domestic corporations to non-resident decedents only when the 

^ Cf. in fra f chapter v. 

2 Such are Arkansas, Idaho, Kentucky, Louisiaim, Maryland, Minne- 
sota, Missouri, Montana, Nebraska, New York, North Dakota, Oregon, 
Pennsylvania, South Dakota, Tennessee, Texas, Utah, Virginia, Washing- 
ton, West Virginia and Wyoming. 
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istate of r(?!sidence taxes similar securities of its own corporations 
when owned by a decedent of C^onnecticut. 

This whole subject was considered by a committee of the 
National Tax Association, w'^hich reported a so-called model 
law in 191 IJ The committee recommended the adoption of 
the simple rule that the tax should be imposed, in the case of 
residents, upon all their intangible property and upon such 
tangible' property as was within the state; but that in the case 
of non-residents the tax should be imjMjsed only on the tangible 
property within the state. The New York law of 1911 followed 
this recommendation. 2 The same principle was adopted by 
Massachusetts in 1912 and by sonui othc'r Eastern states at 
about the same time. But the Western states were rawer 
reconciled to this method, and within a f('W years most of the 
East(‘rn states revert('d to the old rule. Evvn had the principle 
prevailed, liowc'ver, the possibility of donbk' taxation would 
by no means have been (timinated. Residents of a large finan- 
cial centre like N('w York are especially ex])osed to simul- 
taneous taxation on the securiti(‘s of foreign corporations,^ 
and will remain so unless a provision is adopted as in Switzer- 

^ Addrcfsscs and Proceeding:^ of the Fourth- I nternat lonal (Umfcrcyice of the 
1 tder national Tax A,'i,'^ociaiu)n, (’olurnhus, 1911, ]). 279 et ,wg. In 1914 and 
1915 we liiid suggestions that the tax sljoiihl b(i imposed only by the statci 
in accordaiKu^ with whose laws the ])ropertv devolves, (f. Eighth Confer- 
ence, p. 233; and Nifillt Confennee, p. 377. Mon; roeenlly other plans 
have been suggest (‘d. 

* The history of th(‘ New ^'ork law is tyjhcal. Tin* original law of 1885 
did not tax the personal projxTty of a non-resident dcaaxlent. An amend- 
ment of 1887 tvas dc'signed to accomplish this, but the law was so worded 
that the result ensued only wlien the d(‘C(“d(mt also owned real estate, within 
the state. In 1892, however, this condition was abrogated. In 1911 only 
tangible property of a non-resident d(;cedent, located within the state, w^as 
taxable. But in 1915 shares of stock, securities of real-('.>tate corporations 
and interests in partncrslnps, in tht; hands of non-residents, were again 
made taxable. In 1910 ca])ital invested in business or earned within the 
state was added. In 1919 shares of domestic cor})orations and national 
banks were added. I'dnally in 1922 shan's of joint stock conmanies and 
associations and good wall of i)artnershii)s wa're added. 

* We are told, for instance, tlmt the securitii's of about 450 large cor- 
porations are dealt in on the stoerk exchange of New’ A^ork. Of these, 32 
are incorporated in New A'ork, 84 in New Jersey, 70 in Massachusetts, 
33 in Michigan, 33 in Maine, 27 in Pennsylvania, 21 in Illinois, and 14 in 
New Hami:>shire. In all these stab's, except Pennsylvania, a tax is imposed 
on the stock of such corporations wJu'n owmed by a- decedent of New York. 
Cf. Annual Report of the Comptroller of the Slate of Nete York, Albany, 1912, 
p. xiii, 
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land or as in Maine and Vermont. Moreover, it is not very 
probable that the Western states which suffer from absentee 
ovmership will agree to abandon the taxation of the securities 
of railroads owned in the East. As long as the present condi- 
tions continue it is most desirable that some interstate arrange- 
ment be effecited whereby only such proportion of the securities 
be taxed as corresponds to the mileage or other criterion of 
property within the state. 

From the above review, it is evident that the question where 
a tax ought to be imposed involves a rather sim])le theoretical 
problem and many very difficult practical problems. It is the 
same with almost every question of taxation. As a matter of 
principle, it is easy to decide that a man should be taxed ac- 
cording to his faculty; as a matter of practice, it is not so easy 
to apply the principle of faculty in the actual tax system. So 
we have found that in the (%‘ise of double taxation due to con- 
flicts of jurisdiction the idc^al principle is that of economic in- 
terest or economic allegiance, modified in a few cases by that of 
political allegiance. The difficulty arises when we attempt to 
embody this principle in equitable assessments. 

If we observe the legislation of the most progressive coun- 
tries, we find, especially as regards internal or federal relations, 
a distin(!t tendency toward the realization of this principle. 
Economic interests arc divided between the phn^es of location, 
of domicile and of residence. However differently various 
states may measure the relative importance of each, there is a 
steady progress toward the recognition of the principle. In 
the case of real estate the solution is obvious; in the case of 
intangible personalty, of business earnings and of interest from 
loans the problems are far more comj)li(‘ated. To work out the 
solution ^ for each kind of tax would take us too far afield. But 
it cannot be too strongly emphasized that in federal states no 
satisfactory system of taxation can be attained until two condi- 
tions are realized. We need, in the first place, a substantial 
interstate agreement to pursue the same general policy in (;ases 
of conflicting jurisdiction; and we need, in the second place, 
a virtual acceptance of the doctrine of economic interests in 
taxation. Wlien once these conditions exist, it will make com- 
paratively little difference how the principle is interpreted. For 
if it is everywhere interpreted in the same spirit, there can l)e 

^ For a study of the practical problem as applied to the corporation tax, 
see infray chapter viii, sec. iv. Cf. in general the monograph of Walker. 
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little double taxation ; and with increasing experience we may 
expect to find closer and closer approximation to strict justice 
in the application of the principle. In international relations 
we are still very far removed from the ideal ; in internal taxa- 
tion-federal, state and local— the drift is unmistakably in the 
right direction. 

Note to IOtii ed. Tho recent enormouH increase in the rates of the 
income tax and the inh(*ritan{;e tax have everywiicre brought the problems 
of interstate double taxation to the fore. In tlu; United States a committee 
of the National Tax Association on the federal income tax, of which the 
writer was chainnan, na-ornmended a i)ro vision, later incor])orated in the 
income tax law, whereby a credit is allowed for income tax paid abroad by 
citizens, and in \\u) case of resident, aliens when tho foreign country allows 
a similar credit to cit izens of the United States. Cf. Proceedings of the Wth 
Conference, 1917, p. blO. In Great Britain the law of 1920, following a 
recommendation of the Income Tax Committee of that year, permits 
relief from double imio/ne tax only within the empire, llcilic'f for dominion 
income tax is granted up to one half of the British rate, h'or a discussion 
of some recent complications see an artich^ by the pres(mt writer, “ The 
Taxation of Non-Residents in the New York Income Tax/’ in The Bulletin 
of the Notional Tax Association, vol. v (1920), pp. 40-50. 

The International (’hamber of Commerce luis dealt with the subject in 
Brock arc no. 1 1 . First Congress, lOJt. Donhle Taxation. Part /. Report 
of the Select Continillee; Brochure no. 12. Part 11. Special Report of the 
British National Conmillee; and Brochure no. 25. Congress of Rome, 1923, 
Double Taxation. Paris, n. d. [1924]. 

The League of Nations invibal a committee of expeirts to consider the 
subject and published their conclusions as Report on Double Taxation 
submitted to the Financial ( 'onnnitteehy Proh^ssors Bruins, Linaudi, Seligman 
and Sir Josiah Stamp, (!en(‘va, 1923. This served as the basis of the 
Reports on Double Taxation and Fiscal Bimion by the Govermneiit Experts, 
1924-1925. For a commentary see G. Schanz, “Die Doppclbcstcuerung 
und der Volkerbund,” Finanz Archiv, v. 40 [1923], p. 353. 

For other literature see Kaufmann and Taeschner, Die Sleuerpflicht der 
Auslandsdeutschen^ der Ausldnder und der ausldndischen Gesellschaften. 
Berlin, 1922. 
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THE INHERITANCE TAX 

The inheritance tax,^ as now understood in most countries, 
is essentially the product of modern democracy. It was, indeed, 
not unknown to antiquity. In Rome the iricemna hereditaiiunij 
a tax of a twentieth part of inheritances, was imposed at the 
beginning of the empire to pay the pensions of the veteran sol- 
diers. In the middle ages the relief and the heriot were exacted 
by the overlord in return for the privilege of succeeding to the 
possession of property. But while the influence of the mediaeval 
idea is still to b(' seen in a few of the continental countries where 
the payment is regarded as made for the privilege of succession, 
the tax is almost everywhere of independent and comparatively 
recent origin. In Holland, in F'rance and even in England, 
parts of the existing inheritance taxes are survivals of the sys- 
tem of charges on transfers and transactions.^ In many English- 
speaking states the term probate duties is still employed, signi- 
fying that the original conception was a charge for the privilege 


1 Cf. M. West, The Inheritance Tax in Columbia Studies, 1893, 2d ed., 
1908; A. W. Soward and W. E. Willan, The Taxation of Capital, London, 
1919 (containing on pp. 75-78 a bibliography of the British death duties); 
v. Scheel, Erbschaflssteuern und Erbschaftsrcforrn, 2d ed., 1877; Eschenbach, 
Erbrechtsreform und Erbschaftssteuer, 1891; Kruger, I>ie Erbschaftss'euer, 
1889; P. Aud6, De Vimpdt sur Ics mutations par decks, Paris, 1896; E. 
Sevens, I in pot sur ks successions, Montpellier, HKK); Garelli, Uimposta 
siuxessoria, 1896; and several articles by Schanz in Finam Arch v, vols. xv- 
xviii. The earliest book on the subject is the anonymous Ueber Erbschafts- 
steuer oder lachende Erben-gebuhr, Erlangen, 1790. 

For the United States see A. W. Blackmore and H, Bancroft, The In- 
heritance Tax Law containing, all A merican Decisions and existing Statutes, 
Boston, 1912; and H. Bancroft, Inheritance Taxes for Investors, Boston, 
1911, 2d ed., 1917. 

2(7/. P. Hacnsel, ^‘Die mittelaltcrlichen Erbschaftssteuern in England” 
in Deutsche Zeitschrift fur Kirchenrecht, vols. xix, xx; and his Uimpdi sur les 
successions en Angleterre, Moscow, 1907. 
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of having the will probated; and in some places the various forms 
of the inheritance tax are included among the stamp taxes, or 
taxes on transactions. But in most countries the older idea has 
been abandoned. The inheritance tax is to-day found primarily 
in democracies like those of England, Switzerland, Australia 
and America; and in other countries its development has gone 
hand in hand with the spread of democratic ideas. 

It may be asked why democracy should favor the inheritance 
tax. The answer depends upon the point of view from which 
we regard dcmocjatic tendencies. If we say, as some believe, 
that the trend of democracy is nc'cessarily toward socialism, 
the answer is plain: the inheritanc(‘ tax is imposed because 
democracy is j(‘alous of large fortunes. But if, on the other 
hand, we hold with the less pessimistic critics that modern 
democracies are endeavoring simply to do away with the abuses 
that have come down to us from the aristocracies of the past, 
we may claim that the inheritance^ tax is only a means of secur- 
ing equality in taxation and of i-ealizing the principle of ability 
to pay. Because the tax has frequently been urged by those 
who are opposed to larger fortunes, it has usually been overlooked 
that it may be defended on purely economic grounds as in com- 
plete harmony with the general principles of equitable taxa- 
tion. 

The earliest argument for the inheritance tax had its origin 
in Bentham^s plan to abolish intestate inheritance; that is, to 
provide, when there was no will, for the devolution of the prop- 
erty to the state. ^ The title of the essay is explained in the 
following problem : 

^‘What is that mode of supply of which the twentieth part 
is a tax, and that a heavy one, while the whole would be no 
tax, and would not be felt by anybody? '' 

The solution of the problem, according to Bentharn, lay in 
the abolition of intestate succession except in the case of im- 
mediate relatives. To this he added the limitation of the power 
of bequest of testators without direct heirs. The old principle 
of escheat was to be extended to include the inheritances 
or bequests then going to collateral relatives. But Bentharn 

1 The full title is “Supply without Burden, or Escheat vice Taxation, 
being a Proposal for a Saving of Taxes by an Extension of the Law of 
Escheat, including Strictures on Collateral Succession comprised in the 
Budget of 7th December, 1795?^ In Jeremy Bentharn, Collected Workfiy 
Bowring's edition, ii., p. 585. 
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claimed, further, that the state should have an equal share in 
the sums going with or without a will to such close relatives as 
grandparents, uncles and aunts, and perhaps nephews and 
nieces, as well as a reversionarj^ interest in the succession of 
childless direct heirs without prospect of children.^ 

B('ntham held that this was not a tax, and that precisely 
in this fact la}^ its chief advantage, — that of “unburthen- 
somerKvss,” or, as w(^ would vsay, fn^dom from oppressiveness. 
According to th(^ general priiuaph^s of human nature, said he, 
a man is led in tlui case of a tax on sina^essions to look upon 
the whole of what is left to him as his own, of which he is then 
called upon to give up a })art. Rut if under the law regulating 
successions he knows that nothing, or only a small share, is 
due him, Bentham claimed that he would suffer no hardship. 
^‘For hardship depends on disappointment; disappointment 
upon exp(‘etation, and if the law of succession leaves him noth- 
ing, h(^ will not expect anything.’’ - 

Exaggerated as Bentham’s distinction undoubtedly is, it 
contains a kernel of truth; namely, that there is no such thing 
as a natural right of inheritance, and that the extension of 
intestate succession to collateral relatives is und(T existing 
social conditions defensible only to a very limited extent. 
Whatever may have been the original family theory of pre)p- 
erty, it may be argued with some fe)rce that the bonds of the 
wider patriarchal family life have been considerably loosened 
in modern times, and that the family consciousness extends 
nowadays only to the nearest relatives. 

While Bentham looked upon the matter primarily from the 

^ The plan is defined to be “the appropriating to the use of the j)ublic all 
vacant successions, property of every denomination included, on the failure 
of near ndations, will or no will, subject only to the power of bequest, in 
respect of the half of whatever property would be at present subject to that 
power.” 

2 As he puts it in another place: “The riddle begins to solve itself: a 
part taken and a sense of burthen left; the whole taken and no such effect 
produced; the effect of a part, greater than the effect of a whole; the old 
Greek paradox verified, the part greater than the whole. Suffer a mass of 
property in which a man has an interest to get into his hands, his expecta- 
tion, his imagination, his attention at Icfist fastens upon the whole. 
Take from him afterward a part . . . the parting with it cannot but excite 
something of the sensation of a loss. . . . Take from him now (I should 
not say iake)^ but keep from him the whole, so keeping it from him that 
there shall never have been a time when he expected to receive it; all 
hardship, all suffering, is out of the case.” 
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point of view of escheat, it was but a step to extend the argu- 
iiient, and to say, as many writers now do, that, since it is ex- 
ceedingly difficult to draw a sharp line where tlu^ family con- 
sciousness ends, it is more just and more practicable for the 
state to take away a small part from direct relatives and an 
increasingly larger sum from the mor(i remote relatives. The 
tax, in other words, would be graduated according to the dc'gree 
of relationship. What was originally nothing but an extension 
of (escheat, thus gr('W into the idea of a graduated collateral 
inheritance tax. Even Bentham himself, although protesting 
against the use of the word tax^ virtually advocated a graduated 
tax when, as we have seen, he proposed the exemption of direct 
heirs; the confiscation of fifty p('r cent from griindparents, 
uncles and aunts; and the seizure of the wliok' in cas(.‘ of intes- 
tacy. Thus the (\\tension-of-(\scheat argument, which was 
meant originally to apply only to intestacy, has been made to 
in(‘.lude also a limitation of the ]K)wer of bequest. 

A supposed variation of this line of reasoning is seen in what 
is called the tht^ory of state co-hcarship or co-partnership. It 
originated with Bluntschli, who us(ai the expression staatlichcs 
M Ucrbrecht, and has found its way into some recent trcaitises. 
Its most vigorous recent defender is Andre^w Cyarnegie, who is as 
enthusiastic about a. progressives inheritane^e tax as he is op))os(‘d 
to an income tax.^ Sometimes Bentham is cited as the origi- 
nator of the doctrine, but this is a mistake. As Dr. West so well 
puts it : — 

“Bentham’s plan was to abolish intestate inheritance except be- 
tween immediate relatives, to restrict the power of beciucst of testa- 
tors having no direct heirs, and to giv(‘ the state a part of th(‘ ])rof)erty 
of decedents in certain casis. Ih^ (‘ailed the systcan which h(‘ pro- 
posed an extension of es(‘heat, and liased it not ii))on any right of in- 
heritance in the state, but iij)on the absence of any reason for th(‘ 
operation of intestate inheritance between individuals not closely re- 
lated. It is therc'fore a mistake to call Bentham a representative of 
the theory of state co-heirship. But later writers have cornliined witli 
his argument the thought that the state should inherit property from 
indi victuals because of what it does for them during their lives. The 
state is sometimes represented as a larger family; according to Umpfcui- 
bach, the bond of kinshi]^ Ix'twcen distant relatives loses itself in the 
whole nation, which therefore inherits the property of individuals as 

'Mr. Carnegie stated that the American republic is the partner in 
every enterprise where money is made honorably.” Cf. Seligman, Progn\s- 
idve Taxation^ 2d ed., 1908, p. 322. 
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the family inherits the property of its members. Such expressions as 
these, however, must be regarded as metaphorical rather than scien- 
tific. The state may acquire proix^rty by escheat, but not by inherit- 
ance. Inheritance implies kinship, and the modern state is not a 
genetic association. The representation of the state as co-heir is either 
a mere figure of speech (and as such it is as old as Pliny), or else it 
results from a confusion of inheritance and escheat. Inheritance is 
not a matter of public law; it is for private law to prescribe how far 
inheritance shall be jK'rmitt.ed between individuals, and for public 
law to ordain that where inheritance ends escheat shall begin.’’ ^ 

We now come to the second theory, wdiich may be called 
the socialistic or diffusion-of-wealth theory. It is based upon 
the doctrine that it is the function of government to use the 
power of taxation as an engine of social reparation in checking 
the growth of large fortunes and in bringing about a more 
equal distribution of wealth. 

In its origin this theory was not socialistic. John Stuart 
Mill accepted Bentham’s reasoning, but developed it. Since 
he did not consider the right of inheritance as necessarily in- 
volved in the private ownership of property, he desired to 
extend the abolition of intestate succession to direct heirs, as 
w^ell as to collateral relatives. Moreover, even in the case of 
a will, no one, he thought, was justified in demanding more 
than a fair competence. His plan w^as as follows: — 

“That no one person should be permitted to acquire by inheritance 
more than the amount of a moderate independence. In case of in- 
testacy, the whole property to escheat to the state: which should be 
bound to make a just and rea.sonable provision for descendants, that 
is, such a pro\dsion as the parent or ancestor ought to have made, their 
circumstances, capacities, and mode of bringing up being considered.”* 

This argument is not necessarily socialistic; but it is per- 
haps open to question on other grounds. It may be regarded 
as opposed to the family theory of property, which even in its 
narrower sense, assumes that as a man acquires property 
largely in order to leave it to his children, for whom he ought 
to provide, there is reasonable ground for demanding the per- 
petuity of the means of family support. Denial of the right 
of inheritance by direct heirs thus seems to involve an attack 
upon the unity of the family. On the other hand, the right 

^ Political Science Quarterly^ viii., p. 436. 

* Political Economy, book v., chap, ix., sec. i. Cf. book ii., chap, ii., secs, 
iii., iv. 
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of inheritance within the family has already been largely modi- 
fied by the freedom of bequest; and if a man is at liberty to 
give away his whole fortune to outsiders, we cannot well speak 
of a family right. In parts of continental Europe, indeed, we 
have the survival of the old idea in the institution of compulsory 
children's share {'portion Ugitimey Pflichtiheilsrecht) , Even in 
the United States some of the commonwealth laws prohibit 
the bequeathing of more than a certain portion of the estate to 
charitable or public uses when there is a child, a widow or a 
parent. But, as a general rule, in English-speaking countries 
the right of bequest is free. It is well known that inheritance 
is older than bequest, and that the latter system was introduced 
into the Roman law, not to limit inheritance, but to provide 
heirs in default of near relatives. The modern right of free 
bequest is, therefore, really opposed to the older family idea 
of property, which takes shape in the assertion of the right of 
inheritance. It thus becomes a very dilficult question to de- 
cide how far inheritance may be demanded as of right. Never- 
theless, it may b(i said that most thinkers, as well as the mass 
of the public, would still to-day maintain the custom of in- 
heritance, not indeed as a natural right or as a necessary 
consequence of the right of private property, but as an in- 
stitution that is on the whole socially desirable.^ 

While there is some scientific justification for the doctrine 
as originally expounded, it is unquestionable that most of its 
defenders plant tluanselves squarely on the ground that it is 
the function of the state to ch(‘ck the aggregation of wealth 
into a few hands, and to provide for the equalization of for- 
tunes. These writers would put a limit not only to the amount 
of wealth acquired through inheritance or bequest, but to the 
amount acquired in any manner. No fortunes should exceed 
a definite sum. Such a doctrine is very distinctly socialistic. 
Those who are not prepared to accept socialistic premises 
and socialistic methods of reasoning cannot acknowledge the 
validity of the diffusion-of-wealth argument. 

While the premises may thus be regarded as wrong, the con- 
clusion may nevertheless ])e right, for the same conclusion may 
conceivably be drawn from utterly dissimilar premises. Just as 
^ The proposition that inheritances not due to the saving of the decedent 
should be taxed at higher rates is advanced by E. Rignano, IX un sociaUsmo 
in accordo colla dottrina economica liberale, Turin, 1901, and P^r una 
riforma socialista del diritto successorio, Bologna, 1920. Cf. his “A Plea 
for a greater Economic Democratization” in The Economic Journal, xxix 
(1919), 302. 
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it has been elsewhere shown that progressive taxation may be 
upheld by decided opponents of socialism/ so it can be shown 
beyond dispute that the inheritance tax may be supported 
through entirely different arguments by those who oppose the 
doctrine of the diffusion of wealth. Brushing aside, therefore, 
the socialistic doctrine as inadequate and unsound, let us exam- 
ine these other arguments. 

The so-called cost-of-service theory, which is occasionally 
found, treats the inheritance tax simply as a fee. The probate 
courts are a source of expense to the govcTnrnent and a source 
of special benefit to those that utilize their services. What is 
more reasonable, then, than that those who receive the special 
benefit should defray the cost? 

This argument, however, would justify only very light 
charges, and it would result not so much in an inheritance tax 
as in a system of probate fees. Such probate fees are occa- 
sionally found; but as soon as they exceed the cost, th(' theory 
is no longer applicable. The probate duty in England, for in- 
stance, soon outgrew its original character of a fee. Another 
objection to this theory is that logically the charge ought to 
be regressive, not proportional or progressive; that is, since it 
costs proportionally less, to probate a large sum than a small 
sum, the rate ought to be lower on a large inheritance than on 
a small one — or, at all events, it ought not to grow with the 
size of th(' inheritance. As a matte^r of fact, the inheritance 
tax of 1889 in Wisconsin was regressive.^ 

A somewhat more substantial theory is that which con- 
siders the inheritance tax as the price of a special privilege. 
It is regarded not so much as a fee paid to defray the cost of 
government services as a charge proportioned to the advantages 
that accrue to the recipient of the inheritance. From the legal 
point of view, this has much to recommend it. In the United 
States, for instance, if regarded as a tax on property, the charge 
would conflict with the constitutional provision found in many 

^ See Seligman, Progressive Taxation in Theory and Practicey 2d ed. (1908), 
p. 142. 

2 So in the American commonwealths, as Wisconsin, Minnesota, Illinois 
and New Hampshire. 

® Estates not exceeding $3,000 were exempt; up to $500,000 they paid 
one-half of one per cent; on the excess above this, one-tenth of one pt^r cent. 
The charge was declared to be “in lieu of fees,” but it was held to be a tax, 
and therefore unconstitutional because applicable only to one county. 7(1 
Wis. 469. See West, op, rM.y p. 77. 
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commonwealths, requiring all property to be taxed equally. 
If a general property tax were levied, and then an additional 
inheritance tax were imposed, we should have technically un- 
equal taxation of some property. Again, the tax, if imposed 
by the federal government, would militate against that section 
of the constitution which requires all direct taxes to b(^ appor- 
tioned according to population. Accordingly, many of the 
American states have contrived to uphold the constitutionality 
of the tax only by declaring it to be a tax on the d(‘volution of 
property. It is declared to be a tax not on wealth, })ut on the 
transfer of wealth. So the Louisiana inheritance tax was origi- 
nally upheld by the federal Supn'me (yourt as a simple regulation 
of inheritance.^ But since the hnleral governm(ait ])ossesses no 
constitutional power to regulate inhcTitances, tlui federal in- 
hfiritance tax was sustained as being ncatluT such a regulation 
nor a direct tax on the land, but an excise', on the right to suc- 
ceed to the ownership of prop('rty.“ 

From the economic point of vie\v, tliere is a partial justifica- 
tion for this contention. It is indeed true', that if the inhea-itance 
tax is to be regarded as an indirexd. tax on transac lions or trans- 
fers, it might be declared obnoxious to the geaicTal tendency of 
modern theory to restrict the scope of taxes on acts and trans- 
actions to their narrowest limits. But this opposition to tax(‘s 
on economic phenomena, as we shall see later has ])een pushed 
too far. Again, to regard the tax fis a charge' on the ine're priv- 
ilege of succession, is in reality to merge it with the theory to l;)e 
discussed in the next paragrajih, because of the' undoubted fact 
that the result of the privilege of succession is to (‘uhance the 
ability of the recipient.^ 

We come then to the theory which regards the inheritance 
tax as a direct tax on the recipient of the inheritancie. If 
we grant that the basis of taxation is the faculty of tlie in- 
dividual, it is evident that any addition by inheritance to the 
wealth of the individual increases his ability to pay. If we 
grant, further, that the best test of faculty is the revc'iiue of 
the individual, it is clear that this accretion to his revenue is 
of a peculiar character. Income, as th(^ term is commonly 
employed, denotes a regular periodic return; but an inheri- 
tance is an irregular, a spasmodic, a chance return. In a, logical 

^ Mager vs. Grima, 8 How. 490. 2g(.iioloy va. Row, 23 Wall, 331. 

* C/, infra, chap. ix. 

* As to the relation between privilege and ability, r/. infra, eluip. x, sec. 3. 
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income tax there is no room for such accidental or fortuitous 
revenues. Yet they clearly add to the ability of the individual, 
just as the chance gains from speculation undoubtedly increase 
the faculty of the taxpayer. From this point of view, the 
inheritance tax may best be defended by the accidental, or 
fortuitous-income argumenc. 

It may be claim(‘d that there are possible cases where this 
argument is inapplicable. Thus, after a man^s death, his widow 
or children may have to depend entirely on the income from 
his property, where before his death they enjoyed not only 
this sum but also the additional income due to his personal 
exertions. The family ability to pay may be diminished, not 
increased. It may be answered that the state deals with in- 
dividuals, not with families, and that the individual members 
now have incomes where before they had none. And even if 
we concede this claim, the difficulty can be met by exempting 
a certain amount, and imposing a progressive tax on the re- 
mainder. For in proportion as the family income was derived 
from property, rather than from the labor of the head of family, 
the share due to his influence becomes correspondingly smaller, 
and the loss due to his absence will be less keenly felt; while, 
on the other hand, the family expenses themselves are dimin- 
ished by his death. Finally, in proportion as the inheritance 
goes to self-supporting direct heirs or to collateral relatives, 
it may be maintained with truth that there is a decided increase 
in tax-paying ability. 

When, therefore, we have a system of income tax(^s, the in- 
heritance tax may be regarded as a supplementary tax to reach 
the real ability of the individual. Moreover, it may be regarded 
as a convenient method of applying the principle of differentia- 
tion in the taxation of income. It is now commonly recognized 
that incomes from property should pay a higher rate than in- 
comes from labor. Instead of making a difference in the rates 
to reach this end, the proportional income tax may be supple- 
mented by a property tax; or where this is for any reason un- 
desirable, by the inheritance tax. The latter would then serve 
the double purpose of reaching not only accidental incomes, 
but also property incomes, since all inheritances take the shape 
of property. 

Even in those states where the chief direct tax is that on 
general property, the inheritance tax may be defended on the 
accidental-income theory. For in so far as property is at all 
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an adequate test of faculty in taxation, it is simply a mode of 
estimating the regular revenue or income. Accidental income 
is as little taken note of in a property tax as in an income tax. 
In fact, as between the two systems, an inheritance tax is 
more necessary to supplement the former tax than the latter. 

An additional theory which has been advanced more re- 
cently is the so-called back-tax theory. Since general property 
taxes are to a large extent evaded during life, it is said to be no 
more than just that the property should be made to pay when 
the tax (;annot be evaded. But in this case it is the property 
of the decedent, rather than the ability of the heir, thjit is con- 
sidered. Moreover, the validity of the argument is questionable 
chiefly because it is well-nigh imj)ossible to prove the relation 
between the amount of the inheritance tax and the aggregate of 
taxes evaded during life. In the UniU'd States, for example, 
taxes on realty are generally paid; it is the tax on personalty 
that is evaded. The inheritance tax ought then to take the 
shape only of a tax on the successions to personal property. 
As an actual fact, this was for some years the case in New York 
and several other states in the direct inheritance tax. The 
reasoning, therefore, does not apply to real estate at all. Finally, 
in proportion as other taxes are substituted for the personal 
property taxes, th(^ argument falls away. Where there is a 
property tax or an income tax, th(Te may well be some pro- 
vision for an inventory of the estate after death (as in Switzer- 
land and Germany) with severe })enalties for the evasion of back 
taxes. But such a provision is entirely independent of the in- 
heritance tax. 

The theory sometimes advanced ^ that the inheritance tax 
is to be regarded as a capitalized income tax paid once and for 
all at the close of life, instead of in small amounts during each 
year, is not so strong. In the first place, the existing tax system 
either does, or does not, reach the income or property of the 
living taxpayer. If it docs, as it ought to do, to capitalize what 
has already been paid involves double taxation. If it does not, 
the tax is still objectionable on the score of inequality, because 
when two people with the same fortune die at different ages 
and pay the same tax, the amount, if regarded as a capitalized 
income tax, would mean a very divergent rate of income tax. 
If the tax payable by A, who has enjoyed his income forty 


1 Baatable, Public Finarwe^ p. 526. 
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years, is equivalent to the capitalization of a five per cent 
income tax, the amount, payable by B, who has enjoyed his 
income only ten yf'ars, would be tantamount to a twenty 
per cent income tax. An inheritance tax, from this point of 
view, would be grossly unjust. This objection, due to the 
varying frequency of the transfer, was first made by Adam 
Smith, but is appli(‘.able only when the tax is considered as 
a tax on tlu' estate as the whol(\ According to the accidental- 
income argument, the frequency of transfer is immaterial; for 
the tax is paid ea(*h time by a different person.^ 

The accidental income argument regards the inheritance tax 
as a })(a'sonal tax; the privilege-of-inheritance theory regards 
it as an im])(asonal tax. In the oiu^ case it is a tax on the in- 
dividual; in the other a tax on the thing — i. e. the inheritance 
or the privil(‘g(' of inheritance. The one theory results in the 
im])osition of the tax on the share of the recipient; the other 
theory, while possibly leading to the same result, is a tax sus- 
ceptible of being interpreted as involving the imposition of the 
tax on the estate as a whole. 

The logical defence for th(' inheritance tax is thus the a(;ci- 
dental-income argument as supplemented by the privilege-of- 
inheritance argument. Where the tax is proportional this 
makes no difh'naice, for the sum of the shares is equal to the 
entire estate. But where w(' have a graduated tax, the difference 
is mark(‘d. The higher rates on the larger amounts obviously 
result in greater revenue when the tax is imposed on the estate 
than if levied on the shares. But if A receives $10,000 from a 
$50,000 estat(‘, and B receives a like amount from a million- 
dollar estate, it does not comport with justice from the individ- 
ual point of view that B should be taxed ten times as much as A 
simply because; the rate on a million dollars happens to be 
ten time's that on $50,000. This principle of taxing the share 
as well as the estate is now gradually being recognized. Eng- 
land pursues both plans, taxing the estate as a whole through 
the estate duty, and the separate shares through the legacy and 
succession duties. In the United States the federal tax is 

1 Some states exempt the second devolution, if it takes place within a 
certain number of years, (^hili fixes the tenn at ten years. See West, 
op. dt.y p. 33. In Great, Britain since 1914 relic^f is afforded in case of quick 
succession by granting an allowance of 50% if the second death occurs 
within 1 year, 40% within 2 years, 30% within 3 years, 20% within 4 years, 
and 10% within 5 years. 
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imposed on the estate while most of the commonwealth taxes are 
levied on the shares.^ A few states like Rhode Island employ 
both methods. 

Granting th(^ desirability of the tax, we are at once con- 
fronted by the problem of graduated or progressive taxation. 
Graduation of the tax according to relationshij) has met with 
well-nigh universal acceptance; graduation of the tax according 
to amount has giv(‘n rise to more controversy. This question 
has been fully discussed in another place “ with the conclusion 
that the theory of progression is morc^ apj)licabl(' to the inherit- 
ance tax than to any other part of the fiscal system; and that, 
whether we base our demand on the limitation-of-inheritanc(i 
theory, the faculty theory or the compensatory theory, some 
scale of progression is both desirabh^ and practical )I(\ 

The inheritance tax to-day scarcely ne(‘ds deh'nce. It is 
found in almost cvcay country; and the more democratic tlu^ 
country, the more dev(;]oped is the tax. In some of the Cana- 
dian provinces, in the Australasian slates, in the Swiss cantons, 
in England itself, the rates an' not only progressive, but highly 
progressive. Th(‘ recent reforms in England are fully dc'scrihed 
in another chapter.*^ In the United States also, tlu'rc' is now a 
decided movement toward the progiessive' inheritance tax. 
The collateral inheritance' tax is virtually th(' pjoduct of the 
last two or three decades. Up to 1890 it existed in only six 
states,*^ but between 1890 and 1900, it was adoptt'd by fifteen 
additional states, making twenty-one in all. ’ During the next 
decade this number w^as increased by se'venteeii states and in 

^ For a defence of taxing the share instca<l of the entire estate see the 
Report of the Special Tax Coimniiision of New York ef 1907, of which the 
author was a member. Cf. especially the section on the Inheritance Tax. 

*C/. Seligman, TNogrcHsive Taxation^ 2(1 ed. (1908), ])p. 319-322. 

* Infra^ chap. xvi. 

*The date when first, imposed is j)ut. in brackets: C'onnecticut [1889], 
Delaware [1869], Maryland [1845], New York [1885], Pennsylvania [1826], 
West Virginia [1887]. 

California [1893], Illinois [1895, although it existed for Cook county 
alone since 1887], Iowa [1896], Maine [1893], Massachusetts [1891], 
Michigan [1893-1894, and again from 1899], Minnesota [1897, although an 
earlier tax had existed from 1875 to 1886], Missouri [1895-1898 and again 
in 1899], Montana [1897], New Jersey [1892], North Carolina [1897, al- 
though an earlier tax had existed from 1847 to 1874], Ohio [1893], Tenn('ss('e 
[1891], Vermont [1896] and Virginia [1896, although an earlier tax had ex- 
isted from 1844 to 1884). 

•Arkansas [1901], Colorado [1901], Idaho [lfK)7], Kansas [1909], Ken- 
tucky [1906], Louisiana [1904, although there existed from 1828 to 1877 
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the following decade by six states J The collateral inheritance 
tax is therefore at present [1921] lacking only in Alabama 
(where it existed from 1848 to 1868), Florida and South Caro- 
lina. The tax was declared unconstitutional in six states,^ but 
the constitutional objections were in every case obviated by 
later laws as indicated in the preceding notes. 

The direct inheritance tax came somewhat later. It was 
first introduced timidly and with insignificant rates, and fre- 
quently applied only to personal property. (Gradually the 
rates were increased, the exemptions were reduced and the 
tax was made applicable to real estate as well. The tax was 
first imposed in New York in 1891, but hy the end of the century 
it had spread to six states.^ During the next decade eighte^en 
states and in the following decade eighteen more states*’' 
were added to the list. Asa cons<Miuence the direct inheritance 
is now [1921 1 found in all the states except six : Alabama, Florida, 
Maryland, Pennsylvania, South (.'arolina and Texas. 

As to the rates, which are naturally higher in the collateral 
tax(\s, the most interesting ixHjent development had been the 
gradual spread of the progressive principle. The first case in 
which that principle was applied was th(^ dir^^ct tax of Ohio of 
1894, which was declar(‘d unconstitutional for that reason by 
the state court in the following year.^ 

and again from 1894 to 1809 a fax applicable only to foreign heirs], Ne- 
braska [1901], New Hampshire [1905, although an earlier tax had existed 
from 1878 to 1882], North Dakota [1903], Oklahoma [HX)8], Oregon [1903], 
South Dakota [1905], Texas (ItK)?], Utah [1901], Washington [lt)01], Wis- 
consin [1903, although an earlier tax had existed from 1899 to 1902] and 
Wyoming [1903]. 

^ Arizona [1912], Indiana [1913], Mississippi [1918], Nevada [1913], New 
Mexico [1919], and Rhode Island [1916]. 

2 Louisiana in 1899, Michigan in 1894, Minnesota in 1886, Missouri in 
1898, New Hampshire in 1882 and Wisconsin in 1902. 

^ The date \vhen first imposed is put in brackets: Connecticut [1897], 
Illinois [1895], Michigan [1899], Montana [1897], New York [1891] and 
North Carolina [1897]. 

** In 1901 Colorado, Nebraska, Utah and Wiishington joined the ranks; 
in 1903 Oregon, Wisconsin and Wyoming; in 1904 Louisiana; in 1905 
California, Minnesota and South Dakota; in 1907 Idaho, Massachusetts 
and West Virginia; in 1908 Oklahoma; and in 1909 Arkansas, Kansas and 
Tennassee. 

® In 1911 Maine; in 1912 Arizona; in 1912 Georgia, Indiana and Nevada; 
in 1914 New Jersey; in 1916 Kentucky, Rhode Island and Virginia; in 
1917 Delaware, Missouri, North Dakota and Vermont; in 1918 Missis- 
sippi and Virginia; in 1919 Kansas, New Hampshire, New Mexico and Ohio. 

« State vs. Ferris, 53 Ohio State, 314. 
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In the same year, 1895, the proicjrcssive principle was applied 
to the collateral inheritance tax by Missouri and Illinois. The 
Missouri law was overthrown by the state court although foi* 
other reasons.^ But the Illinois law, of a far more radical 
character, was upheld, not only by the state court but by the 
federal Supreme Court in what has become a leading case.''^ 
For it settled the piinciple that progressive taxation is not a 
denial of the equal protection of the laws demanded by the 
constitution, and thus made it difficult for any state court to 
annul a progressive tax because of some vague provision in the 
state constitution. When the same question arose in Wisconsin 
as applicable to the direct inheritance tax the Wisconsin (iourt 
stated that the decision of the federal Supreme Court was con- 
clusive.^ 

As a result of this decision by the Supreme Court, and in 
part also as a consc^quence of the highly progressive inh(»ritance 
tax temporarily imposed by the fed('ral government during the 
Spanish war and lasting from 1898 to 1902,^ the progressive 
principle sprciad rapidly throughout the country. At the 
present time (1921) most of the states levying a direc*t inheri- 
tance tax enforc(' the progressive principle. The rates rise from 
1 to 13^^% in Tennessee; from 1 to 2% in Illinois and Maine; 
from Yi to 3% in Mississippi; from 1 to 3% in Idaho, Indiana, 
Kentucky, Montana, New Jersey, Rhode Island, West Virginia 
and Wisconsin; from 1 to 4% in (Connecticut, Delaware, New 
York, North Dakota, Ohio and South Dakota; from 2 to 4% in 
Colorado and Massachusetts; from 1 to 4}/^% in Minnesota; 
from 1 to 5% in Kansas, Missouri, Nevada, New Hampshire, 
North Carolina, Ohio, Vermont, Virginia and Washington; 

^ State vs, Switzlor, 143 Mo. 215. 

Kochesperger t's. Drake, 107 111. 122; Magoun vs. Trust and Savings 
Bank, 170 U. S. 283. 

3 Nunnemacher ?\s. State*, 129 Wis. 190. 

* The federal tax applie'el only to personal property over $10,000 On 
estates between $10,(XX) and $25,000, the rate varied according to five 
classes of relationship, from thret‘-fiuarlers of one per cent to five per cent. 
On estates from $25,000 to $100,000, these rates wore incretised one-half; 
from $100,000 to $5(X),0(X) they were multiplied by 2; from $500,000 to 
$1,000,000 by 2}4; over $1,000,(X)0 by 3. On the highest amounts the tax 
thus varied from two and a quarter to fifteen per cent. The federal tax was 
also upheld as constitutional in the leading case of Knowlton vs, Moore, 
178 U. S. 41. The point in this case was as to whether the injunction of 
unifonnity in the constitution meant anything more than geographical 
uniformity. The court, by deciding in the negative, upheld the law. 
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from 2 to 5% in Texas; from 3 to 5% in Utah; from 1 to 8% in 
Arkansas; fiom 1 to 10% in Oklahoma and Oregon; and from 
1 to 15% in California. The maximum rates apply to inher- 
itances varying in tin? several states from $100,000 to $1,000,000. 
The proportional tax is now found only in Arizona, Georgia, 
Michigan, Nebraska and New Mexico (at 1%) ; and in Louisiana 
and Wyoming (at 2%). 

In the collateral inluaitance tax the progression is naturally 
somewhat stec^per, thc^ maximum rates being applied to the 
large sums going to distant ndatives or to non-relatives. The 
graduation rises to 5% in New Hampshire; to 6% in Arizona and 
Nebraska; to 1% in Maine; to 8% in Delaware, Massachu- 
setts, Mississippi, New York and Rhode Island; to 0% in North 
Carolina; to 10^/^ in Colorado, Illinois and Oklahoma; to 12% in 
Texas; to 15%, in Idaho, Indiana, Kansas, Kentucky, Minne- 
sota, Montana, Virginia, Washington, West Virginia and 
Wis(‘onsin; to 20% in Iowa, North Dakota, Ohio and South 
Dakota; to 21%, in Georgia; to 24% in Arkansas; to 25% in 
Nevada and Oregon; and to 30%) in C'alifornia and Missouri. 

Finally it might be added that not alone have the rates 
been advanced, but the exemptions have been gradually re- 
duced. In the collateral inheritance tax the exemptions are 
now usually from $100 to $500. In the direct inlKU’itance tax 
the exemptions are much higher, rising to $15,000 in Missouri, 
Oklahoma and West Virginia; to $20,000 in Illinois and Nevada; 
to $24,000 in C'alifornia; to $25,000 in Rhode Island; and to 
$75,000 in Kansas. 

IMore recently the fiscal needs of the Great War brought 
about a marked increase in the scale of graduation throughout 
the world. In the United States the federal estate tax rose in 
1916 to 10% on sums over five million dollars; in 1917 to 20% 
and in 1919 to 25% on sums over ten millions, so that in 1921 
it was i)ossible for a large estates going to a distant relative to pay 
as much as 55% in state and federal taxes. In Great Britain 
where the tax on shares through the Legacy and Succession 
Duties has since 1894 reached 10%, the additional Estate 
Duty reached in 1914 the rate of 20% on estates over 1 mil- 
lion pounds, and in 1919, 40% on estates over 2 millions, thus 
making a possible maximum of 50%. In Germany by the 
law of 1919 while the estate tax {N acMass-steuer) rises only 
to 5% on sums over a million marks, the tax on shares {Erban- 
falUsteiier) reaches the rate of 70% on sums over IJ^ mil- 
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lion marks going to distant relatives, thus making a possible 
total of 75%. In France under the law of 1920 an estate of th(* 
largest size (over 500 million francs) is taxed up to 39% by the 
inipot sur le capital net global de la succession ^ while the addi- 
tional tax on shares {d,roii de nmiation) ris(\s, in the case of 
relatives beyond the fourth degrees, to 59%. In order to prevent 
the confiscation of practically the entire amount (or 98%), the 
law provides that in no case shall the joint rate exceed 80%. 
This is the highest figure yet reached in histor 3 ^ 

A comparison of the n^cent fiscal development in demo- 
cratic states would not. be uninstructive. In onty three' coim- 
tri(\s eloes the old gean'ral prope^rty tax still survive — in Switzer- 
land, in Australia and in the United States; and in all threM^ the 
system has bece)me so defective that it has been siippleinentexl 
by other sources. The Swiss cantons first eleve'loped the^ in- 
come tax, th('n th(^ inheritance tax, and have only rec(aitly 
been paying attention to the corporation tax. The Australian 
colonies were first in the field with the inheritance' tax, latc'r 
devc'loped the income tax, and have scarcely yet rc'alized the' 
importance of the corporation tax. The American coniinon- 
we^alths, finally, W('re the first to introduce the corporation 
tax, have' more re'cently turru'd their atte'iitioji to the inheritance 
tax, and have only just begun to expeTimeuit with the income 
tax. The differences are sugge^stive, but are e'asil}^ ('Xf)licable 
when we recall the economic and administrative conditions in 
each country. With all the variations in detail, it is clear that 
the democratic trend is in one geiu'ral diix'ction ; and it is more 
than probable that progressive inheritance taxes will play by 
no means an insignificant role in the fiscal systems of the future. 

Note to 10th ed. In 1922 the (Icrnian Nachlassf^tcucr wj\s abolislH'd 
and the ErbanfalUteucr was merged into a Rf’ichscrh.scii<iftss(euer, including 
gifts, ranging from 17^ to 70%. In the United States the federal estate 
tax was increa.sed in 1924 to a maximum of 40%; and by 1922 all of the 
states mentioned on the preceding pag(^ its still having a proportional direct 
tax have, with the exception of New Mexico and Wyoming, changed to a 
progressive tax. 

A convenient history of the British system will be found in a CoUedion of 
Acts of the Parliament of Great Britain and of the United Kingdom of Great 
Britain and Ireland relating to the Death Duties . . . froin the Legacy Duty 
of 1796 to the Government of Ireland Act, 1914. A recent book suggesting 
the application of the progressive principle to that part of the estate* not 
amassed by the decedent is E. Rignano, The Social Significance of the 
Inheritance Tax, New York, 1924. 
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THE TAXATION OF OORPOKATIONS 

I 

THE HISTORY 

In a previous chapter we have coriskhTed th(‘ iiia(lec|uacy 
and practical failui‘(‘ of tlu' gcaieral property tax. In all a^es 
and in all countries it has been found almost impossibk‘ to 
reach intangible personalty. What has always ))een a diflicmlt 
task has bc^come immensely complicated to-day throu^^h the 
j2;rowth of the modi'rn corporation. At present, especially in 
industrial countries, tlie far ^n^atcT part of the jiersonalty in 
the haiuis of individuals consists of intangible propcady — mainly 
of corporate siaairities. Th(‘ first reform of our din'ct taxation, 
therefore, is conceded by all to li(' in this din'ction. (}ov(Tn- 
ments are everywhere* confronted by tin* (|U('stion, how to r(*ach 
the taxable capacity of the holders of th(\so securities, or of the 
associations th(*ms('lv(*s. Whom shall we tax and how shall 
wc tax them in order to attain a substantial justice? Perhaps 
no question in the whole domain of fiscal science? has been 
answereel in a more unsatisfactory way. In the Unite'd States 
we have a chaos of practice* — a e?ompl(*te alise'iice* of principle; 
in Europe, with the possible and partial e^xce'ption of England, 
the situation is scare;ely, if at all, be'tter. More^over, in spite of 
the generally recognizeTl ne^enl of reform, there has thus far been 
no comprehensive attempt, from the standpoint of theory, to 
evolve order out of the chae^s into which the whole subject is 
plunged.^ 

^ A satisfactory treatment of this subject is still lacking. The English 
writers have paid little attention to it. Cf.j however, J. Bucharn, The 
Law relating to the Taxatum of Foreign Income, London, 1905, which deals 
in part with corporations. In the American lit(‘rature there may b(^ men- 
tioned, H. G. Friedman, The Taxation of Corporations in Massachusetts 
in the Columbia Studies, New York, 1907; an article on the same subject 
by C. J. Bullock, in the Quarterly Journal of Economics, vol. xxi. (1907), 
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The first requisite in any scientific investigation of this kind 
is to have the facts; for without a knowledfj;e of existing con- 
ditions, any f)ropositions for reform would be valu(‘less. Nevei- 
theless, the facts of corporate taxation have nev(‘r been pre- 
sented in their entinity. Given the laws, it is nec(^ssary next 

]). IKl et mj.; M. II. Hunter, The Development of Corporate Taxation in the 
State of New York, Urbaiia, 1917; and J. K. Moon?, Taxation of Corpora- 
tions in Illinois other than Railroads since 1872, Url.)ana, lOl.'l. I'he studies 
on th(? ditter(?nt (?las.ses of {?orporat ions and on the special i)robleins will b(? 
m(?ntioned b(‘low in tlieir proper plac(‘. 

lV)r tlie fa(?ts, hoc 7'axation of Corporations. Report on Systems employed 
in Various States, Prepared under the direction of the Industrial Conanis- 
sion. By G. (Uapperton, lOxpert A^i-nt, Wasliiiif^ton, 1901; and es])ecially 
lh(‘ nioniinu?ntal work in six voluni(‘S entith'd Taxation of Corporations. 
Report of the Commissioner of Corporations on the ASystems of taxing Manu- 
facturing, Mercantile and. Trans portalion and. Transmission Companies, 
Washington, 1909 -1915. This treats of the situation as of 1909, while a 
supfilernentary volume covering th(‘ interval dov\m to 1912 app(‘ar('d as a 
Special Report on, Taxation in 1914. Much material will also l)e found in 
Carl (k Blehn, Revenue ASystems: Altaic and Local Covernmenis, reprintcnl 
from the Census Report on Wealth, Debt and Taxation, Washington, 1907; 
and the still fulha* Cc'nsus volume (‘iitith'd Taxation a7id Revenue Systems of 
State and Local Coverfunents. A Digest of Constitutional and Statutory Pro- 
visions relating to Ta,vatio)i iti the different A^tatesin 1212, Washington, 1914. 

In a few' of tlu? states we find special trc'atises on the tax law' and tax 
legislation, devoted in whole or in part to corporate taxation. These are: 
d. Davies, A Compilation of (Constitutional Prorisions, AStatutes and (kises 
relating to the ^Xssessmeid of Taxes in the. State of Nor York, New \'ork, 188(5, 
and again in 1888; John T. M(?rrill, Manual of the Taxation of Corporations 
by the State of New York, New' York, 1897; J. H. Hammond, Taxation of 
Business Corporations in New York A^tate, New York, 1901; H. M. Pow'eli, 
Taxation of Corporations in A'ew York for State and Local Purposes, Albany, 
1905; the same author’s Manual of Corporate Taxation in New York for 
Altaic Purposes, Ntwv York, ltK)7; F. M. Fastnian, Taxation for Ablate Pur- 
poses in Pennsylvania, Philadeli)hia, 1898; the same author’s The Law of 
Taxation in Pennsylvania, 2 vols., New'ark, 1909; C. 0. Black, Law of Taxa- 
tion with specml reference to its A pplication in the State of New Jersey, 2d ed., 
Newark, 190(5; J. Ik Dunn, Jr., 7Vic New Tax Latv of hidiana and the Scieiice 
of Taxation, Indianapolis, 1892; F. M. Judson, A Treatise upon the Law and 
Practice of Taxation in Missouri, Columbia, 1900; Coinpilation of Ta.r. 
Laws and Jtulicial Decisions of the AState of Illinois, made by Albert M. 
Kal(‘s and Elmer M. Liessmann [S})ringfield, 1911]. 

Of the general legal treatises on taxation only a few' an? devoted partio 
ularly to corporations. The most important is: J. H. Beale, Jr., The Law 
of Foreign Corporations and Taxation of Corporations, both Foreign and 
Domestic, Boston, 1904. In the ordinary treatises, however, frequent 
references are made to corporations. Cf. esp. T. M. (k>oley. Treatise on the 
Law of Taxation, 3d ed., 1903; R. Dest.y, The American Law of 'Faxatimi 
as determined in the Courts of last Resort, St. Paul, 1884; W. H. Burroughs, 
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to consider the interpretation put upon them by the courts. 
Even then we hav(^ only the legal, not the economic view; for, 
unfortunately, good law is not always sound economics. It is 
therefore advisable to subject the legal principles involved to 
an analysis from the economic point of view. Only after such 

A Treatise on. the Law of Taxation, New York, 1877, new ed., 1883; F. M. 
Judson, The Taxing Power, State arid Federal, in the United States, St. Louis, 
1903. Cf. also the appropriate chapters in the encyclopaMlic works on 
Corporation Law Cook (6th chI., 1908, 4 vols.); and by Thompson (2d ed., 
1908-1910, 7 vols.). 

Material on corporate taxation will be found in the histories of taxation 
in the various states. These are: W. M. Gouge, Fiscal Histonj of Texas, 
1834-1852, Philadelpliia, 1852; T. K. Worthington, Historical Sketch of the 
F'inariccs of PenJisylvania, Baltimore, 1887; W. P. Snyder, Conipendiimi and 
Brief History of Taxationin Pennsylvania, llarrisburgh, 1906; N. W. Evans, 
A History of Taxation in Ohio, Cincinnati, 1906; E. L. Bogart, Financial 
History of Ohio, lirbana, Illinois, 1912 ; F. A. Wood, History of Taxation in 
Vermont, New York, 1894; M. H. Robinson, A History of Taxation in New 
Hampshire, American Economic Association, 1902; D. C. Sowers, The 
Financial History of New York State, Columbia Studies, 1914; S. E. Leland, 
Taxation in Kentucky, Lexington, 1920; H. 8. Hannah, A Firuincial History 
of Maryland, Baltimore, 1907; H. Noble, Taxation in Icnva: Historiail 
Sketch, present Status and suggested Reforms, St. Louis, 1897; J. E. Brind- 
ley, History of Taxation in Iowa, 2 vols., Iowa City, 1911; E. J. Benson, 
Taxation in Kansas, Baltimore, BKK); J. E. Boyle, The Financial History 
of Kansas, Madison, HK)8; R. V. Phelan, The Financial History of Wiscon- 
sin, Madison, BX)8; W. C. Fankhouser, A Financial History of California, 
Berkeley, 1913; E. T. Miller, A Financial History of Texas, Austin, 1916; 
R. Adams, Taxation in Nevada. A History, Carson City, 1918 ; Financial 
History of the Slate of Washmglon, by the Department of Efficiency, Madi- 
son, 1923. The financial histories of Jones on Connecticut, Douglas on 
Massachusetts, Ripley on Virginia, and Schwab on New York deal with 
the earlier periods, anterior to the formation of corporations. 

Of the earlier German literature — and there was none in any other lan- 
guage — there may be mentioned : Dietzel, Die Bestcuerung der Aktiengesell- 
schaften in Verhindimg mil der Gemeindebesteuerung, Cologne, 1859; G. S. 
Meili, “Rechtsgutacditen fiber die Besteuerung von Aktiengesellschaften,” 
in Zeitschrift fur schweizerische Gesetzgehung vnd Hechtspjlege, 1882, p. 489 
et seq.; F. Hecht, “Die staatliche Besteuerung der Aktiengesellschaften in 
Deutschland,” in Fimnz Archiv, vol. vii. (1890), p. 37 et seq.; Schanz, “Die 
Besteuerung der Aktiengesellschaften in den deutschen Staaten,” in 
Wochenschrift fiir Aktienrecht und Bankwesen, 1892, no. 20. 

Since the first edition of this book a number of foreign studies have 
appeared. In German there may be mentioned D. Feitelbcrg, Die Einkom- 
mensbesteuerung nicht-physischer Personen, Jena, 1900; Wangemann, “Die 
Ileranziehung der Aktiengesellschaften zur Gemeindeeinkomrnensteuer in 
Preussen,” in Verwaltungsarchiv, 1901, p. 489; A. Dehlinger, “Die Besteuer- 
ung der Aktiengesellschaften in Wfirttemberg,” in Finanz Archiv, vol. xxi. 
(1904), p. 499; F. J. Neumann, “Die Aktien- und ahnliche Gesellschaften 
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an examination and comparison of the facts of taxation in the 
United States and in Europe, will it be possible to reach any 
conclusions that may lay claim to scientific precision. Only 
such conclusions, arrived at through such a method, should 
be made the basis for practical reforms. 

This then is the program of the present series of chapters on 
the taxation of corporations. The great importance of having 
the facts accurately stated leads me at the outset, even at 
the risk of t(‘diousness, to an examination of the history and of 
the actual conditions of such taxation in the United States, 
while the theory and criticism will be reserved for future con- 
sideration.^ 


I. Early Taxation of Corporations 

During the first two decades of the nineteenth century, banks 
and insurance companies formed the chief examples of corpora- 
tions, apart from the numerous turnpike roads and toll bridges. 
During the twenties and thirties the development of transpor- 
tation facilities led to the creation of many canal and railway 
companies; and it was not long ])efore many other forms of 
commercial and industrial enterprise followed in the same 
path of incorporation. The <*arly tax laws made no mention 
of corporations. But as the general property tax was in vogue 
throughout all the commonwealths, it was tacitly assumed that 
the property of artificial as well as of natural persons was liable. 
Corporations were new institutions which the legislators in 
happy-go-lucky fashion, tried to tax under existing methods, 
whether they naturally belonged there or not. Our Solons had 

als Rochts- und als Steuersubjekte/’ in Annalen drs Deuischen Reichs, 1905, 
pp. 321, 418, (>02 ; F. Ding:linp:er, Div Hlaallichc und kommunale Eiukummcns- 
hesleuprung der AktiengeHellschaftcn in Prcusseii und Baden, Berlin, 1905; 
L. Blum, Die slcuerliche Ausmdzung der AktiengeMdhchaJien in Deu(schla.nd, 
Stuttgart, 1911 ; E. Steinitzer, ‘‘Ziir Bcsteuening dor Aktiengesellsehaften 
in Oesterreich,'’ in Conrad’s Jahrhiichcr, vol. 83 (1904), p. 319; W. Ger- 
loff, Die Kantonale Beslcucrung der Akiiengescllschxiflcn in der Schiveiz, 
Bern, 1906. For more recent literature see Schwarzmann, Die kommunalc 
Besteiierung der Akiiengeselhchaften in der Schweiz , Basel, 1919; and the 
work of Kaufmann and Taeschner mentioned supra, p. 125. 

In French and Italian we may mention A. Wahl, Traile du regime fiscal 
des sociMSs et des valeurs rnohilieres, Paris, 1909; H. Truchy, ‘‘Les valeurs 
mobili^res ct les projets de reforme fiscale,” in Revue d*^conomie politique, 
1909, p. 763 and 1910, p. 31 ; Natoli, La personality giuridica dellc societa 
commerciali e Vimposta di ricchezza mobile, Rome, 1912. 

1 When the present tense is used in the following pages it refers to the 
conditions as they existed in 1921. 
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neither the leisure nor the inclination to make a more careful 
study of the sul)ject. 

The first commonwealth law which treated of the taxation 
of corporations in general was the New York law of 1823. 
This provided that ‘‘all incorporated companies receiving a 
regular inc^oine from the employment of their capital’^ should 
be consider(‘d “persons” liable to the generfil property tax. 
They wtu’e requinnl to make returns to the county officers of 
all their property and their capital sto(*k, j^aying the tax them- 
selvc's and deducting it from the dividiaids of stocklioldiTs. 
They might, however, commiiti^ the tax l\y paying to the treas- 
urers of the counti(\s where they transacted busini'ss ten per 
cent on their “dividends, profits, or income,” (which the legis- 
lator evidently presumed to ])e identical). These taxes were 
paid by the county otfieers to the state, and wc're tlien cr(‘dit('d 
to the counties in firoportion to the amount of stock held within 
each county, after deducting the state tax. 

In 1825 and again in 1828 the system was slightly chang(‘d 
so as to conform more closely to the gcauTal property tax. The 
tax was made applicable to “all monied iind stock corporations 
deriving an income or profit from their capital or otherwise.” 
The real instate' of these corporations was separately taxed; and 
in addition, they paid the property tax on their capital stock 
paid in or secured to be paid in, deducting the amount x^^^id 
for real estate and the stock belonging to the state and to lit(T- 
ary and charitable institutions. Manufacturing and turnpike 
companies paid on the cash value, not on the amount, of the 
capital stock; turnpike, bridge and canal companies, whose 
“net income” did not exceed five per cent of the capital stock 
paid in, were exempted; while manufacturing and marine in- 
surance companies under the same conditions might commute 
by paying five fier cent of their net income. It is thus seen that 
by this law corporations were divided into different classes, 
and that the system followed was the general property tax, 
with tlie exceptions that if a corporation had no profits it paid 
no tax on its stock, and that certain classes might commute by 
paying an income tax to the local officials. This remained the 
tax system, except for banks and for foreign insurance com- 
panies, until the middle of the century 
In 1853 the total exemption of non-profit-paying corpora- 
tions was abolished and all companies were taxed on their 
real estate and on their capital stock, together with their sur- 
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plus profits or their reserve funds in excess of ten pt.T cent of the 
capital, with the same deductions as above. All corporations, 
however, whose profits did not equal five j)er cent on the capital 
stock mi^ht commute by paying five i)er cent on their '‘net 
annual profits or clear income.^^ It seems that very few ever- 
availed themselves of this doubtful privilege, and accordingly 
in 1857, the law was again changed. The principle of commu- 
tation was abandoned; and since there was no distinction be- 
tween profitable and unprofitable companies, so far as personal 
proj)c‘rty wais concerned, all corporations were taxeal on tluar 
reality and on the actual value (not the amount) of their capital 
stock plus the surplus profits or reserve in ex(;ess of ten per cent 
of the caq)ital. In addition to the previous deductions a further 
abfitement was made' for the capital invested in taxable shares 
of other companies. The remainder was them taxed in the 
same manne'r as the other personalty and realty of the county. 
This remained the law of New York, with the exce'ption of some 
spc'cial provisions as to banks and insurance companies, until 
the reciait changi's in the taxation of corporations. These 
changes, howevc'r, affect only taxation for state purposes, leav- 
ing the local taxation still governed by the provisions of the 
law of 1857. Foreign corporations, however, are taxable for 
local purposes, under a law of 1855, on all sums actually in- 
vested in the state. 

It appears, th(‘ii, that tin? New York system was a taxation 
of the real and personal property of corporations by the local 
assessors, and that the personal property was virtually defined 
as the capital stock not invested in real estate, in the other 
commonwealths, where corporations were taxed at all they 
were included in the geiK'ral propc'rty tax; and most of the laws 
lacked even such provisions as those of the New York statute 
in reference to the capital stock. A typical enactment of this 
kind is the ConiKH'.ticut law of 1820, whi(*h provided simply 
that the personal property of a corporation should be taxed in 
the place where its principal business was transacted. In Mas- 
sachusetts, on the other hand, where the first general law ap- 
plicable to manufacturing corporations was passed in 1832, only 
the real estate and machinery of corporations were taxed. In 
lieu of the tax on personalty there was substituted the property 
tax on the corporate shares in the hands of individuals, a pro- 
portionate amount bedng ch'ducted from each for the part of 
the capital stock invested in machinery and in real estate. In 
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the other commonwealths, when the corporation was taxed, the 
shares in the hands of individuals were usually exempt. The 
only stat(? which from the very outset broke with the principle 
of the general property tax was Pennsylvania, whose method 
we shall learn a little farther on. 

With this one exception, then, the early principle of cor- 
porate taxation was the assessment of all real and personal 
property by the local officials; corporations, in other words, 
were taxed by the same method as individuals. This primitive 
system has been retained up to the present day by many com- 
monwealths for almost all classes of corporations; and in several 
states, indeed, the constitutions require that corporate property 
be taxed in the same manner as that of individuals. The prac- 
tical defects of such a system, however, have led to numerous 
changes in many of the progressive states, and the tendency 
is everywhere away from the original plan. 

In a previous chapter we have seen that the shortcomings 
of the general property tax were five in number; inequality 
of assessment, failure to reach personalty, in(;entive to dis- 
honesty, regressivity and double taxation. With few exceptions, 
these objections are as applicable to the taxiition of corporations 
as to that of individuals. All the facts here to be recounted 
set the stamp of disapproval upon the original plan. In the 
words of a celebrated report on taxation, this method of assess- 
ing corporations locally on their general property, is “as a 
system, open to almost every conceivable objection.^^ ^ 

II. Development of the Corporation Tax 

As a result of these practical defects many commonwealths 
have abandoned in part, or altogether, the taxation of corporate 
property by local officials. The movement away from this 
original position has taken three directions: (1) the property 
of transportation companies, especially railroads, has been as- 
sessed separately by a special board and according to well- 
defined rules; (2) certain classes of corporations, beginning with 
banks and insurance companies, but gradually including the so- 

* Taxation of Railroads and Railroad Securities. By C. F. Adams, Jr., 
W. B. Williams and J. H. Oberly, a Committee appointed at a Convention 
of State Railroad Commissioners, to examine into and report the methods 
of Taxation as respects Railroads and Railroad Securities now in use in the 
various States of the Union, as well as in foreign countries; and further to 
report a plan for an Equitable and Uniform System of such Taxation, 
New York, 1880, p. 8. 
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called public-service corporations and in not a few cases other 
corporations, have been taxed, not on their property, but on 
certain elements supposed to represent roughly their taxable 
capacity; (3) all corporations in general have been taxed by a 
uniform rule, according to principles varying more or less in 
the different commonwe^alths. 

The first tendency has progressed so far that there is now not 
a single common wc^alth which applies, for both state and local 
purposes, the primitive mc'thod of the general property tax, 
locally assessed, to railroads. In 1895 th(*re were still nine such 
states,^ but in 1912 Rhode Island formed the only exception. 
In that year, how(wer, Rhod(^ Island supplemented the older 
system ])y a different method. About two-thirds of the Ameri- 
can states - have brokt'U away from the original custom so far 
as to have ihe railroad property assessed no longer by local 
officials, ])ut by a st ate tax (‘ommission or a stat e board known 
under other and various naiues.’^ The tax, it is true, is usually 
imposed at tlic customary rate of the general property tax, but 
many of the difficulties of local assessment of property have 
been obviat(Hl. 

In a few states the departure from the primitive system is 
only veiy slight . Thus in I^ouisiana although by the constitu- 
tion of 1898 a stat(^ })oard of affairs assesses the property, 
corporate real ('stat(' continues to be taxed at the locality where 
situated and pei’sonal property at the domicile of the corpora- 
tion. And in T(‘xas, while the com})troller of state apportions 
the rolling stock to the counties, and a state board by a recent 

’ Louisiana, N('\v Mexico, Oklahoma, On^gon, Rhode Island, Tennessee, 
Texas, Utah and Washington. 

Alabama, Arizona, Arkansas, Colorado, Florida, Georgia, Idaho, 
Illinois, Indiana, Icnva, Kansas, Kentucky, Louisiana, Michigan, Montana, 
Nebraska, Nevada, N(‘w Hampshire, New Jersey, New Mexico, Okla- 
homa, Oregon, Sout h, Dakota, Tennessee, Utah, West Virginia, Washington, 
Wisconsin and Wyoming. Delaware, Mississipj)i, Missouri, Ohio, North 
Carolina, North Dakota, Soutli Carolina, Texas and Virginia, which also 
use this newer method, supid(?nu*nt it by specitU taxes. 

* It is called t he bt)ard of railroad commissioners in Tennessee; state 
board of assessors in Maine and New Jersey; state board of affairs in 
Louisiana; corporation commission in Virginia; board of state tax commis- 
sioners in Indiana; board of equalization in Idaho, Georgia, Montana, 
Nebraska, North Dakota, Oklahoma, UUili and Wyoming; and state tax 
commission in all the remaining states except Florida (where the assess- 
ment is put in the hand of the attorney general, comptroller and treasurer) 
and Texas (where it is in part entrusted to the comptroller). 
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law appraises the franchise, the real estate of corporations is 
still assessed in the old way by local officials. In most of the 
states, however, the policy of centralization of assessment has 
proceeded much farther. In some of the states which practice 
this so-called ad valorem syst(‘m, the state board ass()sses the 
entire property. In others it assesses the roadbed, rolling stock 
and all other operative property, i.e. property actually us('d 
for purposes of operation, leaving the n'mainder of the prop- 
erty to be appraised by the local assessors. In still others the 
state board includes over and above the tangible property the 
value of the so-called franchise. As soon as this is done, how- 
ever, a departure is made from the principles of the general prop- 
erty tax. For although an individual may be assessed to the 
property tax on his so-called intangible property, an attempt 
is rarely, if ever, made to assess to an individual the good will 
of a business. Yet a corporate fran(*hise, as we shall see later, 
is in a certain sense, in part at least analogous to the good will 
of a business and its value as a piece of property can be reached 
only through a consideration of the corporate earnings. In 
proportion, however, as the assessment of franchises acquires 
greater importance, the simpler machinery of ad valorem assess- 
ment becomes inapplicable, and this method of taxation really 
merges into the one to be discaissed below. 

In not a few of the states which levy the ad valorem tax the 
so-called unit rule is followed. The first provision for this seems 
to have been made in the California constitution of 1870. By 
this is meant that instead of the property of the corporation 
being valued piecemeal, its entire value is appraised as a unit. 
If part of the property is without the state the property is 
none the less valued as a unit, and (h'ductions are then made 
to compensate for that part of the property which is deemed to 
be without the state. In the case of raihvays relative mileage 
is usually taken as the criterion. The same rule is observed as 
between the various local divisions in the state, the property 
being assessed not by local asscvssors piecemeal but by a state 
board as a unit. The existence of the unit rule is entirely irre- 
spective of the particular method employed to reach the value 
of the entire property. Sometimes only the realty and the 
tangible personalty of the corporation are added together; 
sometimes the value of the intangible personalty is added; some- 
times the value of the so-called franchise is taken into account; 
sometimes the result is reached by ascertaining the value of 



THE TAXATION OF CORPORATIONS 


151 


the capital stock or again of the stock plus the bonds and either 
with or without certain deductions. But whatever the method 
of ascertaining the value, the point is that the entire value of 
th(i corporation is taken as a unit. 

For the reason ni(‘ntioned al)ove, as well as for others to be 
discussed later, this first reform of railroad taxation has not been 
coinplet(‘ly satisfactory. As a consequcmce a number of im- 
portant comi non w('al tils have wholly or partially abandoned 
properly as the basis of assessment.^ The methods adopted by 
them are comprised in tlui second of the three tendencies men- 
tioned above. 

This second movement away from the property tax has con- 
sisted in subjecting particular classes of corporations to vspecial 
taxes on other elements than t,h(‘ir general property. It will be 
well to discuss these classes in order. 

1. Banks 

The direct taxation of banks dates back to the beginning of 
th(^ nineteenth ciaitury. During the war with England the 
federal governnuait imposiMl ciaiain stamp duties on notes 
issiK'd or discounted by banks. Bui tliis law of 1813 contained a 
further provision permitting the banks to compound for the 
duty by paying one and a half ix)r cent on the amount of the 
annual dividends. 

The first st atic law providing for a direct tax on banks was the 
Georgia act of 1805, which levied a tax of two and a half per 
cent on their capital stock and one-half of one i)er cent on their 
circulation. New Jersey followed in 1810, with a tax of one 
and a half per cent on the }mid up caj)ital stock of specified 
banks. The first, Massachusetts law was the act of 1812 which 
imposed a tax of one-half of one i)er ceait on the amount oif their 
capital stock. A more important law was the Pennsylvania 
act of 1814, for Pennsylvania from the very outset assumed an 

^ Of these, nine states use only the new method — Connecticut, California, 
Delaware, Maine, Maryland, Massachusetts, Minnesota, New York and 
Pennsylvania. Mississippi, Ohio, North Carolina, Rhode Island, South Car- 
olina, Tennessee, Texas and Virginia impose similjur taxes in addition to 
the nd valorem system. Illinois us(‘s the method only in the case of ora^ 
railroad. Michigan, Wjushington, Wisr^onsin .and Vermont at, one time em- 
ployed the newer method, but subsequently revertc'd to the axi valorem 
system. North Dakota at one time employ etl the new method ixs an 
alternative system until it was declared unconstitutional. 



152 


FSSAVS IN TAXATION 


attitude different from that of the other states. According to 
this law, banks were taxed at the rate of six per cent upon their 
dividends or net profits; if exempted from the national tax, the 
rate was to be eight per cent. In 1824 the rate was definitely 
fixe>d at eight per cent, and a f(‘w years later the principle of 
graduated taxation was introduced. The act of 1835 imposed 
on banks of issue a tax on dividends, which varied from eight 
to eleven per cent as the dividends were under six or over eight 
per cent; and in 1840 banks wctc also subjected to the capital 
stock tax imposed on all corporations. In 1849 the dividend 
tax was incTeased. In 1850 a tax of ff)ur and a half mills on 
capital stock was substitiitc'd for the earlicT general tax, but in 
1852 this was repealed and the old tax reintroduced, which in 
1859 was extended to banks of discount, deposit and savings 
institutions. In 1861 the progressive tax on dividends was 
increased so as to vary from eight per cent if the dividends 
were six per cent, up to thirty if the dividends were twenty- 
five. In 1866 a tax of one per amt was imposed on capi- 
tal stock, in lieu of all other taxes on the capital stock of 
banks, and after some minor changes the whole system of 
taxing banks was replaced in 1889 by the method to be ex- 
plained below. 

Ohio and Virginia were the only other states which began, 
and for some time continued, to tax banks on dividends, although 
several states, like Vermont, in chartering special banks some- 
times inserted a provision in the charter, reserving a portion 
of the profits or dividends. In Ohio a tax of four per cent on 
dividends was imposed in 1815, but in 1816 the general banking 
law obliged the banks to set aside profits whicdi at the expira- 
tion of the charter would amount to four per cent of the total 
stock. In 1825 this charge was commuted into a tax of from 
two to four per cent on dividends, and in 1831 the rate was 
raised to five per cent. In 1845 banks were required to pay, 
in lieu of the tax on dividends, vsix per cent on the profits, de- 
ducting expenses and ascertained losses. Five years later the 
taxation of profits or dividends was abolished, and the banks 
were henceforth taxed at the rate of the general property tax 
on the amount of their capital stock and contingent fund. In 
Virginia the dividends tax did not begin until 1846, when the 
banks were required to pay one and a quarter per cent on divi- 
dends. This rate was gradually changed until during the Civil 
War it reached seventeen per cent. In 1870 a new system was 
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introduced, based partly on capital stock, partly on income 
or dividends above $1,500; but in the following year the present 
m(‘thod was adopted. 

While Pennsylvania and Virginia wert^. the only common- 
wcailths to retain dividends as the basis of taxation, a few states 
taxed banks on their capital stock. Thus the Massachuse^tts 
tax of 1812, changed in 1828 to a tax of one per cent on the 
amount of the capital stock actually paid in, remained in force 
practically without cliange until the Civil War, when the state 
banks were sup(^rseded by the national banks. This tax was in 
addition to that levied on the individual stockholders but, 
curiously (‘iiough, it applied only to th(‘ chartered, not to the 
free banks.^ In Louisiana a tax was imposed in 1813 on the 

stock in trad(^’’ of all banks; and in Kentucky a tax was levied 
in 1818 on the' (capital of the branches of thc^ Bank of the United 
States. In other state's, again, a spe'cial tax was levie^d only 
on the proportion of the capital stock owned by non-residents, 
as in the first (.'onnectieait law of 1830, which imposed such a 
tax at th(' rate of one-third of one per cent. In most of the com- 
monwe^alths, howe^ver, the special states taxation of capital stock 
came much later, since the principle of the property tax pre- 
vailed. When the capital stock was taxed at all, it was simply 
as representing tlu' personal property, and hence it was taxable 
locally at the ge'neral rate of the property tax. The real estate 
was taxed separatc'ly, as in New York, where the personal prop- 
erty* tax was levied on bank stock and was payable by the cor- 
poration. According to the law of 1823,^ the tax was assessed 
on the par value of the stock, but in 1847 the basis was changed 
to the actual market value of the stock, without deduction for 
debts. It is worthy of note that in North Carolina, where the 
taxation of capital stock did not come until 1859, the rate of 
the tax varied with the dividends. 

Since the inception of the national banking system most 
of the commonw('alths have again changed their methods of 
taxing banks. The history of this change can be well traced in 
the legislation of New York. According to the laws mentioned 
above, banks were taxable on so much of their capital stock 
as represented their personal property. Under these acts the 

^ For a discussion of this point see W. B. Stevens, The Taxation of State 
Banks. Boston, 1805. 

*One of the earliest discussions of the bank tax is to be found in S. M. 
Hopkins, Speech on the Subject of taxing Bank Stock. Albany, 1822. 
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banks claimed exemption for that part of their capital invested 
in United States bonds; but their claim was disallowed by the 
court of ai)peals, on the ground that no unfriendly discrimina- 
tion was thereby shown to the United States as a borrower. In 
1862, however, the national government provided by law for 
the total exemption from state taxation of all stocks, bonds 
and other securities of the United States. The court of appeals 
then held that this provision applied only to stock and bonds 
issued after the date of the law, but that all securities issuc'd 
prior thereto were still taxable, according to the state statutes 
This decision was reversed by the federal Supreme Court, which 
held that any ‘'stock of the United States constituting a part 
or the whole of the capital stock of the bank is not subject to 
state taxation.^’ The legislature then sought to evade this 
decision by enacting tliat banks should be taxable “on a valua- 
tion equal to the amount of their capital sto(‘k,’^ with similar 
deductions and exemptions as in the law of 1857; and the court 
of appeals pronounced this law valid, on the ground that the 
tax was on capital stock, and not on property. This decision 
was in turn reversed by the Supreme CJourt, which held the tax 
to be levied on the property of the bank, and therefore subject 
to deduction for non-taxable investments. In 1864 the na- 
tional banking act was passed, which permitted the taxation 
of national bank shares in the hands of individuals, but not at 
a greater rate than other moneyed capital. This gave the New 
York legislature the desired opportunity, and in 1865 it enacted 
a law providing that all shares in national banks should be in- 
cluded in the valuation of the personal property of individuals. 
The court of appeals held this to be valid. It must be remem- 
bered, however, that the state banks were still taxed on their 
capital. The Supreme Court of the Unitc'd States now upheld 
the principle of the taxability of shares, on the ground that a 
tax on the shares in the hands of individuals was not a tax 
on the capital of the bank. Nevertheless it reversed the New 
York decision on a minor point, namely, that since the capital 
of state banks invested in national securities was exempt, a 
tax on the capital was not equivalent to a tax on the share- 
holders, and hence to tax state banks on their capital and share- 
holders of national banks on their shares constituted a dis- 
crimination against national banks. This decision led to the 
New York law of 1866, which abolished the taxation of bank 
capital and provided for the taxation of shareholders of both 
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state and national banks in the same way, i.e., on the value of 
the shares, with dfuluetions for the capital invested in real 
estate. The banks were no longer taxed on their capital, but 
w(Te required to retain the dividends from the stockholders 
until the tax was paid. The Supreme Court sustained this law, 
holding that no deduction should be made from the value of 
the shares for any part of the bankas capital which might consist 
of Unit(‘d Stall's bonds. Later it decided the state tax on shares 
to be valid, i^vim if it were collected from the banks. The ques- 
tion then arose wlK'ther it was cornpc'tc'nt for the shareholder 
to deduct the value of his del)ts, as was the case in the taxation 
of all othi.'r personal property. The court of appeals decided 
in 1867 in the negative, holding that there could be no deduction 
of debts from the assessment of bank shareholders. This case 
slumbered for thirteen years; but in 1880 a decision involving 
this prcHUse question was reversed by the United States Su- 
preme Court on tlui ground that ^H,he prohibition against the 
taxation of national bank shares at a greater rate than that 
imposed upon otlu'r moneyed capital could not be evaded by 
the assessrni'iit of (‘(pial rates of taxation upon unequal valua- 
tions.” The consequeiK'C was an alteration in the New York 
law, which now in 1880 permitted the same deductions as in all 
other taxable })roperty and which provided for the assessment 
of shares, wheth('r owru'd by rc'sidents or non-residents, at the 
place wlu're the bank was kxaited.^ 

The result of this development was that bank shareholders 
paid a large proportion, and in some towns the greater part,^ 
of all the tax('s on personal property, and that they alone 
were unable to evade the otherwise so laxly executed tax 
on personalty. A later attempt of the banks to remedy 
this obvious inequality w^as frustrated by a decision of the 
Supreme Court that the words “moneyed capital,” in the 
revised statutes, are practically confined to banks and pri- 
vate money lenders, and that the imposition of a lower rate 

^ For contemporary views see The State and National Banks. The Qiies- 
lion of Taxation^ Albany, 1804; Report of the Cojumittee of Bank Officers of 
the City of New York in relation to Bank Taxation^ New York, 1875; T. J. 
Hillhouse, Taxation of Banks of the Slate of New York, New York, 18S0; 
C. P. Williams, The Naiional Banks and State Taxation, New York, 1887; 
[Seven] Reports of the American Bankers' xXssociation upon Bank Ta.mtion, 
New York, 1875-1889. 

2 In Albany the banks paid fifty-eight per cent of all taxes on personalty. 
New York State Assessors' Report, 1878, p. 16. 
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of taxation on other corporations does not invalidate the bank 
tax.^ 

The system of taxing banks that had been reached in New 
York by the close of the nineteenth century is now general 
throughout the United States. It may be summed up as the 
separate taxation of the real estate owned by the bank together 
with a tax paid by the bank and then withheld from dividends,^ 
levied sometimes by local, but more frequently by state, offi- 
cials on the value of the shares, less the value of the real estate 
and other exempt property. In only a few states, like Maine, 
Maryland, New Hampshire, New Jersey, Oregon, Texas and 
Vermont, is the primitive method followed of attemi)ting to 
assess the shares to the owner where they reside; and even in 
many of these instance's an excei)tion is made in the case of 
national banks iind of non-resident stockholders, when the 
tax is assessed to the bank itself. In most states the same 
method is applied to state and national banks. In the eyes 
of the law, the tax although assessed at the bank, is generally 
considered to be a tax on the shareholders, advanced by the 
bank. As a matter of fact the tax is in most casi's assessed in 
the name of the shareholder, and has even been declared invalid 
if the law does not grant in specific terms the right to collect 
the tax again from tlu' sharc'holder.*^ Practically, of course, 
it is not a tax on the shareholders, because of the familiar fact 
that new purchasers of bank shares will escape the tax through 
the operation of the principle of capitalization of taxation.'* 

The shares are generally taken uj) at market or book value; 
but in some cases book value is not admitted and in others, arbi- 
trary methods of ascertaining the value are prescribed. Thus in 
Ne)w Jersey the assessors until recently added the capital stock, 
surplus and undivided profits; deducted the value of the non- 
taxable securities and of the real estate; and then divided the re- 
mainder by the number of shares. The result was an assessment 

^ The cases in their order are as follows: 23 N. Y. 192; 26 N. Y. 163; 2 
Black, 870; 2 Wall. 200; 33 N. Y. 161; People vs. Weaver, 3 Wall. 573; 4 
Wall. 244; 9 Wall. 353; 36 N. Y. 59; Van Allen vs. Assessors, 100 U. S. 539; 
Mercantile National Bank vs. Now York, 129 U. S. 138. 

“The Supreme Court has repeatedly held that the tax on the share- 
holder may be required to be paid by the coiT)oration. Aberdeen Bank vs. 
Chehalis County, 166 U. S. 440; Merchants' Bank vs. Pennsylvania, 167 
U. S. 461; Cleveland Trust Company Lander, 184 U. S. 111. 

* Home Savings Bank vs. D(»s Moines, 205 U. S. 503. 

* See infra, chap, viii, sec. vi. 
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which is in few cases even approximately equal to either the mar- 
ket or the par value. So in Idaho by a law of 1912 the surplus 
and undivided profits are added to the face value of the shares 
and the amount of the capital invested in real estate is then de- 
ducted. In some cases again, where it is customary to assess 
property at only a portion of its real value, the law provides 
that a definite percentage of the market value of the shares be 
put into the assessment list. In Iowa, for instance, it is twenty 
per cent; in Idaho forty per cent. 

In most of the states, even where the assessment of bank 
shares is fixed by a state official, the proceeds are distributed 
to the localities in which the shareholders reside. Some com- 
monwealths have enacted more detailed provisions to avoid the 
confusion arising from the taxation of non-residents^ stock. The 
Massachusetts law, for example, which dates from 1868, pro- 
vides thtat the assessors of a town where a national bank is 
located shall omit from the town valuation all shares held by 
non-resi(I(‘nts, and that the taxes paid by the bank on these 
shares shall b(‘ (^edited to the state. 

The system sketched above is the one generally found in the 
United States. Since the commencement of the twentieth 
(‘(‘ntiiry, however, a number of states have substituted a special 
corporation tax on banks at a fixed or flat rate, in lieu of the 
older method. Thus in New York the law of 1901, as amended 
in 1903, provides for the imposition of a tax of one per cent on 
the value of the bank stock, which is arrived at by adding to- 
gc'tluT the capital stock, surplus and undivided profits and 
dividing the result by the number of shares. Owing to the 
low(T rate there is no deduction for the value of the real estate, 
nor is the shareholder entitled to any deduction for debts, as 
is the case in the general property tax. ^ The tax is payable to 
the county officers and is then distributed to the localities. In 
California a similar tax of one per cent was imposed in 1910, 
with the diffenmee that the amount of the real estate locally 
taxable is deducted, and that the tax is payable to the state. 
The California tax is in lieu of all other taxes and licenses, 
state and local, except the local tax on real estate. In Connect- 
icut since 1901 the banks pay to the state a tax of one per cent 

^ Since the advent of the income tax these laws have been declared un- 
constitutional, thus tlii'owing the whole subject again into confusion. 
Cf. Merchants Bank Vi\. City of Richmond, 256 U. S.,635 and the make- 
sliift legislation of 1923 in New York, imposing a tax on all monied capital. 
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on the market value of the shares, less the amount of the real 
estate, but the tax is then return(‘d to the towns in proportion 
to their shareholdings. The tax on non-resident shiires, how- 
ever, goes to the town where the bank is located. In Tenn- 
sylvania by somewhat earlier legislation (namely, the laws of 
1879 and of 1881 as amended in 1889, 1891 and 1897) the banks 
may pay the so-called four mills tax on the actual value of 
their shares or a ten mills tax on the par value of their capital 
stock. In the four mills tax the value of the shares is ascer- 
tained by adding together the paid in capital, surplus and un- 
divided profits and dividing the result by the number of shares, 
whereupon the bank is exempted from the state tax on personal 
property and from local taxation on so much of its capital and 
profits as is not invested in real estate, but including in the 
exemption any bonds or mortgages whether of individuals or 
corporations held by them.^ If, however, they elect to pay the 
ten mills tax on par value they are not relieved from the pay- 
ment of the tax on mortgages. Accordingly, virtually all the 
banks choose the four mills tax. National banks are in any 
case exempt from the state tax on mortgages. A three per cent 
net earnings tax, changed in 1901 to a gross earnings tax, applies 
only to unincorporated banks without capital stock. In Delaware 
there is a tax of one-fifth of one per cent on the book value of the 
bank shares, paid to tlu^ state in lieu of all state taxes except 
franchise taxes; and there are also special taxes on seven of the 
older banks in the state. In some of the Southern common- 
wealths, as North Carolina and Florida, we find in addition to 
the tax on bank shares a license or occupation tax fixed accord- 
ing to the capital or the business transacted. Again, in a few 
states, especially in New England where it is customary to tax 
the deposits of savings banks, we find special taxes on bank 
deposits in general. So in Connecticut bank deposits are taxed 
in the same way as savings bank deposits, described below; and 
in Maine banking companies pay one-half of one per cent on 
average amount of interest on time deposits and deposits bear- 
ing interest of three per cent and over, deducting the value 
of federal, state and local bonds. In Vermont national bank 
deposits bearing more than two per cent interest are taxed at 
a special rate of three-twentieths of one per cent. 

' This was decided in Commonwealth vs. Clairton Steel Co., 222 Pa. 
293 (1898) ; and People’s Savings Bank vs. Monongahela Consolidated C 
and C. Co., 29 Pa. Superior Ct. 153 (1908). 
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Finally there are a few cases of special taxation on foreign 
banks. New York, for instance, levies a tax of five per cent on 
the interest of moncws loaned or employed within the state, and 
Maine taxes the brancluis of foreign banks at the rate of three- 
quarters of one per cent on the amount of business transacted 
within the state. California, on the other hand, taxes branches 
or agencies of foreign banks on their (capital employed within 
the state at the same rate as domestic banks; while some states 
like Idaho tax foreign banks at the ordinar}^ rate on the general 
average of mont^ys used. 

Since the advent of trust companies, the bank tax has fre- 
quently been extended to them, as in New York, In other states 
as in many of the New England commonwealths, loan and trust 
companies are taxed like savings banks, rather than like banks 
in general. In other cases again, as in California, the same 
methods apply to Ijanks, savings banks, and loan and trust com- 
panies. Occasionally also, as in Idaho, surety and fidelity com- 
panies are included in the system of bank taxation. 

There remains the subject of savings banks. These, when 
incorporated, as is usually the case in the western states, are 
taxable in the same' way as banks proper. This is true also in 
Pennsylvania, even when th(*y are not incorporated, for in that 
state they pay the same special taxes as banks in general. In 
New York they are taxable only on surplus. In New England, 
however, the custom is, and has for a long time been, to tax 
savings banks, which arc' almost always unincorporated, on their 
deposits. In Massachusetts, whcTe up to that time, the deposits 
had been nominally taxable as the personal property of the in- 
dividual depositors, th(‘ nvw system came into use in 1862; in 
Vermont, not until 1878; in the rest of New England, in the in- 
terval. The rate of tax is, however, in every case far below that 
on property in general ; ^ and it is customary to allow various de- 
ductions. Thus in Massachusetts the rate is one-half of one per 
cent on deposits, less the amount invested in taxable real estate, 
mortgages and state bonds. In New Hampshire the rate is 
three-quarters of one per cent on deposits, deducting the amount 
invested in real estate, mortgages bearing not more than five 
per cent interest, and state and local bonds. In the case of 
special deposits, however, the rate is one per cent. In Vermont 
there is a tax of seven-tenths of one per cent on the deposits and 

1 Of. in general W. G. Abbott, Objections to (he Taxation of Savings Banks. 
New York, 1880. 
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accumulations less the amount invested in real estate or in federal 
bonds (if not more than ten per cent of the assets), and excluding 
also individual deposits over $2,000, provided these are listed to 
the depositors where they reside.^ In Maine a tax of five-eighths 
of one per cent is imposed on the deposits, reserve fund and undi- 
vided profits, with deductions for the assessed value of real estate, 
the amount invested in federal bonds or in sluirc^s of (‘orporate 
stock which are tax-free to stockholders by law, and ck'ducting 
also two-fifths of any other assets which are invested in tlu^ stat-(\ 
In Connecticut there is a tax of one-quarter of one por cent on 
deposits exclusive of the surplus over $50,000 and over the 
amount invested in real estate, in state or lo(‘al bonds issued 
to aid railway construction or in the stock of banks, trust, insur- 
ance, investment and bridge companies. In Rhodes Island the 
tax is at the rate of four-tenths of one per cent on dt'posits and 
undivided profits. 

Outside of New England the tax on savings banks deposits 
is found only in Maryland where the franchise tax on saviiigs 
banks amounts to one-quarter of one per cent on tlu' (l(q)osits, 
three-fourths of the tax going to the phua' wlu're th(‘ bank is 
located, and one-fourth going to the state. In many stat(‘s 
outside of New England, however, deposits in savings banks 
are nominally taxable to the owner as part of his j)ersonal 
property. In New York, however, such deposits are exem])t 
by statute. 

In the matter of bank taxation, therefore, we are beginning 
to reach uniformity, with the exception of savings banks 
in the New England states. Two points are especially to be 
emphasized in the present situation. One is that bank taxa- 
tion has been comparatively successful in proportion as we 
have attempted to apply to the property tax what in the case 
of the income tax is usually called the stoppage-at-source system. 
That is, not the income receiver, or in this case not the owner of 
the property, is taxed, but the corporation which pays out the in- 
come or which, in this case, represents the owner of the property 
and deducts the tax from the income of the property. The second 
point is that the uniformity which has been attained has been to a 
large extent imposed upon the states by national law. Were it 
not for the existence of the national banks and the provision of 
the national banking law of 1864 as to equal taxation, men- 


^ Deposits under $2,000 axe exempt from any taxation. 
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tioiied iibove, the system of taxation of banks in general would 
I)rc)ba])ly be as iittU^ satisfactory as is at present the taxation 
of otluT intangible i)roperty. The real progress that has been 
ma(](', is the result of federal pn^ssure, not in the sense of de- 
ciding what must b(i done, as in (Tiirmany or Switzerland, but 
in the s(aise of affirming what cannot be done. The mere fact 
of a national prohibition has sufficed to bring order into the 
state syst(uns. This is a hisson which has not yet been learned 
in most of the oth(;r corporation taxes with which we shall 
have to dcial. 


2. Insurance Companies 

The next (X)rporations to break away from the general prop- 
erty tax were the insurance companies. At first only foreign 
cennpanies ^ w(^re taxed, Tiie earliest law was that of 1824 in 
New York, whicli provided that foreign fire insurance com- 
pani(\s should ])ay t(‘n i)er cent on all premiums for property 
insured within th(' stat(\ In 1829 the law was extended to 
foriugn marine insurance companies, and in 1837 the rate was 
reduced to two p(U’ cent. Domestic companies were taxable on 
their c.aj)ital stock, like all other corporations, according to the 
general law of 1828. Oliio started out by taxing insurance 
compani(\s as wc'll as banks, assessing them in 1830 four per 
(umt on their dividends. But this form of taxation was soon 
abandoned. In Pennsylvania, where domestic companies were 
includ(xl in the geiKTal law of 1840, foreign insurance com- 
paui(‘s were not specially taxed until 1849, when the law im- 
pos('d a tax of one jxt cent on the gross premiums of foreign 
life insurance comiianies. In Maryland the custom dates from 
1839, when a tax of two per cent was imposed on the premiums 
Hiceived by the agemts of foreign insurance companies. In 
Vermont foreign fire insurance companies were taxed eight per 
cent on their premiums in 1825; but the law was repealed five 
years later. In Massachusetts where domestic fire and marine 
insurance companies were first taxed in 1862, and domestic life 
insurance companies not until 1880, a tax on foreign companies 
was first levied by the law of 1832, which is of special interest 

* The use of the term foreign corporations in the American statutes is 
confusing. Generally it designates companies incorporated in another of 
the American commonwealths. In only a few cases does it refer to non- 
American states. In these chapters it will be used in the former sense unless 
otherwise indicated. 
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as the prototype of what is known in several of our common- 
wealths to-day as the “reciprocal acts/’ The act providt^d 
that if any commonwealth taxed the agents of Massachusetts 
insurance companies, the insurance (jompanies of such com- 
monwealth wore to pay one-half of one per cent on the whole 
amount insured by such companies in Massachusetts. At pres- 
ent the reciprocal acts go somcnvhat further and prescribe that 
foreign insuranc(^ compani(\s are to be laxed at the same rate 
(if higher than tlu^ homo rate) that is imposed on home in- 
surance companies by the commonw('alth chartering tlic^ foreign 
company. Such reciprocal acts an' found in over two-thirds of 
the American states; and in a f('w states like Connecticut, Illi- 
nois and New Jersey they still constitute the only form of 
taxation of foreign insurance companies. The Kansas court 
calls them “an appeal for comity,” “a demand for (‘quality;” ^ 
but in reality thc^y are retaliatory, ratlu'r than reciprocity, 
laws,^ and are even so calk'd in some of tlu* states. 

This premiums tax on foreign companii's was gradually ex- 
tended to domestic companies, until at i)r('sent it is found in 
almost every commonwealth, only a few of the Western states 
clinging to the original custom of taxing them on tlieir property. 
Occasionally the tax is known as an insurance li(‘(‘nse or an in- 
surance fee. In some of the Southern states the companies 
must pay both fees and taxes. In most cases tiie laws apply 
to all kinds of insurance companies, of which the chief ('xamples 
are fire and life insurrince companies. In several states casualty 
companies are included and in a few states others as well are 
specifically mentioned, such as plate glass, indemnity, accident, 
surety, fidelity and employers’ liability cornpanic's in Florida; 
plate glass and boiler insurance companies in North Carolina; 
river, security and indemnity companies in Louisiana; live 
stock, plate glass, lightning and tornrido companies in Missis- 
sippi; storm and lightning companies in Texas; and marine 
companies in quite a number of states. The taxes are in g(‘n- 
eral the same on the various classes, although not infrc'quently 
somewhat lower rates are imposed on life insurance, and (‘s- 
pecially mutual companies. Yet in a very few cases the reverse 
is true. Thus in Louisiana the graded tax rises to $4,5(X) in 
the case of fire insurance companies, but to $5,250 in the case of 

‘ Cf. 29 Kan. 672. 

* Alabama declared them unconstitutional for this reason; 60 Ala. 217. 
In the other states they have been upheld. 
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life insurance companies; and in Texas life insurance companies 
may be taxed up to 3% on premiums, other companies only Yi 
of 1%. These are, however, exceptions to the general rule. 
Fire and life insurance companies, again, are usually taxed not 
only at the same rate l)ut in the same manner. Yet exceptions 
to this rule are occasionally found. In Pennsylvania, for in- 
staiKie where fire and marine companies pay three mills per 
dollar of capital stock, life com])anies (exc.ept mutual) pay on 
gross premiums. In New Jers(‘y insuraiKie companies, other 
than life, are taxed one per cent on premiums, while domestic 
life insurance comj:)ani(^s pay one per cent on tluur surplus plus 
thirty-five hundredths of one per cent on their premiums; but 
the ])ayments from the foreign companies are credited to the 
domestic companies. New Jersey, however, is one of the very 
few states where the* (mdj assets of domestic life insurance 
companies arc in addition subject to loi'al taxation. 

On the other hand, it is customary to make a distinction be- 
tween domi'stic and foreign com])anies. In nine states ^ domes- 
tic life insurance compani(‘s are not taxc'd at all, while foreign 
com])anies pay on gross receipts or, as in Nc^vada, are subjected 
to a lic.ense tax. In six states, domestic life insurance companies 
are tax(‘d at a lowca* rat(' than foreign companies — Alabama 
1% as against 29^, Iowa 199 against 2] Mississippi 2YY/o 
as against 2J4%) Pennsylvania 8 per mill as against 2%, South 
Dakota 299 against 2} Y/cy und Tennessee IY% against 
2/2%- Yet in a bnv cases the situation is the reverse. Thus 
in Maine foreign life insuraiUH' companies pay Y 2 % t)n gross 
receipts, while domc^stic companies pay not only 2%, but in 
addition a tax on surplus after deducting the value of the real 
estate owned in the commonwealth. So in Vermont while all 
insurance companies pay 299 pnaniums, domestic life, fire 
and casualty insurance companies pa.y in addition 1% on the 
surplus above the lu'cessaiy reserve of 4%, although with a 
dcxluction for th(‘ real estate locally taxed. In Wisconsin foreign 
life companies pay a license fee of $300, but domestic com- 
panies are subject to a tax on gross receipts. Ilerci, however, 
as in not a few of the other states the retaliatory law is 
in force. In some states, again, like Rhode Island, mutual in- 
surance companies are taxed at a lower rate than others. New 
York takes perha[)s the palm in the matter of complexity of rate 

' Indiana, Kansas, Kentucky, Maryland, Nevada, North Dakota 
Oklahoma, South Carolina and West Virginia. 
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of insurance taxation. Life insurance companies, wliether 
domestic or of any other American state, pay one per cent on 
premiums, while life insurance, health and casualty companies 
of foreign countries pay under the insurance law two per cent. 
On the other hand, while domestic fire and marine insuran(*e 
companies pay one per cent on premiums, similar comj^anies of 
other American states pay two per cent, and similar companic's 
of foreign countries pay one-half of one per cent to the state 
treasurer and in addition two per cent to the local firc^ dc'part- 
ment or superintendent of insurance respectively. In addition 
all foreign companies are subject to the retaliatory tax. 

In some states, again, foreign and domestic companies are 
taxed on a different basis. Thus in Delaware, District of Colum- 
bia, Michigan, Missouri, Ohio and Oregon, foreign companievs 
are taxed on their premium receipts while dome'stic companies 
are taxed on either surplus or net premiums. Finally in Con- 
necticut, Illinois and New Jersey foreign life companies are 
taxed only by reciprocal laws, while domestic companievs are 
taxed either on assets or on surplus. 

Although the premiums tax is the general tax we find not a 
few cases where the tax is based on a different element. Some 
of the Southern states impose license or privilege taxes of a 
fixed amount, frequently in addition to the ti\x on premiums. 
In North Carolina insurance companies p.ay licenses from Um 
to two hundred and fifty dollars together with a tax of 2 ^ 2 % 
on gross receipts; in Florida from fifty to two hundred dollars 
together with a tax of 2% on gross receipts. In Mississippi 
they pay both fixed licenses and taxes on premiums, but the 
latter tax is not imposed when the ad valorem tax is hwievd. In 
Louisiana life and accident insurance companies pay a fixed 
license tax based on gross premiums, divided into 69 classes, the 
tax being graded from $150 to $5,250. In Illinois, Michigan, 
Missouri and Ohio, the tax on domcvstic life insurance compan- 
ies is imposed on surplus. In Connecticut the tax is imposed on 
assets at the rate of of 1%. In Wisconsin the tax on donu's- 
tic life companies is at the rate of 3% on gross income excepting 
that derived from the rents of real estate, and excepting also 
premiums collected outside of the state on policies held by non- 
residents. 

Other states combine various taxes. Thus Maine levies on 
domestic life insurance companies a tax of 2% on gross receipts 
in addition to a tax of H of 1% on surplus after deducting the 
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value of the real estate owned within the commonwealth. Mas- 
sachusetts imposes on life insurance companic^s a tax of 2}^ 
mills on each dollar of insurance, as compcaisation for the state 
valuation of policies and an excise tax of }/i of 1% on the net 
valuer of all poli(;ies in force. Other domestic insurance, com- 
panies, including fire, marine, and real estate title com])anii\s, 
})ay an excises tax of one per cent on i)remiums and assessments; 
while foreign (iompanies pay two p(T (amt, or as much mor(‘ as 
is necessary according to the ndaliatory law — whicli law ap- 
plies also to life insurance companies. Non- American com- 
panies pay four per (*ent on preaniums (or two per cent if there 
is a guarant(‘e fund of $200,000), while non-American accident, 
fidelity and guararip'e c()mpani(,\s pay two per cent. It need 
scarc(^ly he addcal that wlnm the recapimcal law is in force, as in 
New York and Massachusetts, there is a highly diversifi(id 
systian of insuraiu^e^ taxat ion. 

The tax on prcmiiums is gcaierally levied on gross x)remiums 
(')r gross recc‘ij)ts. In only a few states, as in Montana, Nebraska, 
New Mexico and Oklahoma is the tax levied on net receipts. 
In Illinois, however, the net n^caapts of foreign insurance com- 
panies are entered as ixTsonal i)roperty, and are includcxl in 
the general property tax; whereupon the companies are them 
fr('e of all local tax(‘s, (*xci‘pt for the benefit of the fire depart- 
ments which may impose a tax not exccxaling two per cent on 
gross recc'ipts. In many state's where the tax is imi)GS(al on 
gross premiums certain deductions arc.' made. Thus in the 
case of fire companies return ]:)remiums and n'uisurance pre- 
miums are deductc'd in eleven states,^ and losses and return pre- 
miums in a few others. In the case of life insurance cornpanic's 
the deductions are more diversified. In Indiana losses are d('- 
ducted; in Oklahoma, South Carolina, Vermont and Washington 
dividends are deducted; in Idaho losses and dividends; in 
Arkansas losses and commissions; in Maine dividends to domc's- 
tic policy holders only; in Mississip])i death claims, matured 
endowments and cash dividends paid under contracts in the 
state; in Iowa losses, matured endowments, dividends, incrc'ase 
in reserve and amounts paid in cancelled policies; and in Ttah 
the property tax paid on any real or personal property. More- 
over, it has been decided in many states including Kentuc^ky, 
Louisiana, Minnesota, Nebraska, New York, Pennsylvania 

1 Georgia, KonCticky, Maine, Michigan, New Hampshire, Ohio, Penn- 
sylvania, Rhode Island, Vermont, Virginia and Wisconsin. 
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and Tennessee, either by the courts or by the administrative 
authorities, that the words ‘'gross premiums or "premiums 
received^’ do not mean the premiums stipulat(‘d for, but that 
the so-called rebates or dividends paid to policy hohh'rs should 
be deducted, as they diminish to that extent the premiums ac- 
tually received by the companies.^ 

The rates of taxation are now exceedingly varied, being from 
Yl of to 3% in the case of life insurance companies, and 
from 3^ of 1% to 33^2% in the case of fire insurance and otluT 
companies. In the case of life insurance companies the rates 
have tended to increase during the past few (k'c.ades. Toward 
the middle of the eighties of th(^ last century the avc'ragc^ rate 
in all the states was a little over om^ per (Huit on gross premiums. 
By 1892 the average had risen to one and a half per cent. By 
the end of the century it was over two per cent, and at piavsent 
it is still higher — about 2.08 per c(uit.“ It must be remem- 
bered further that insurance companies are in almost all cases 
also taxable locally for their real estate, and tlnit six states, 
chiefly in the south, permit the (a)unties or municipalities or 
both to levy additional taxes on premiums;*'^ whik' not a few 
of the Southern states like Florida levy in addition fixed licenses, 
state or local or both. 

The growing burdens on life insurance have led in recent 
years to a discussion as to their propriety. In view of this and 
of the further fact that life insurance companies differ in im- 
portant respects from the other corporations treated in these 
chapters we shall depart from the gcaieral orck'r of treatment 
and discuss briefly in this place the principle involved. 

On the one hand it is claimed that life insurance comi)ani(^s, 
or at least mutual life insurance companies, should not be 
taxed at all. For such compani('s it is said, are not profit- 
making organizations. A tax on them is really a tax on the pol- 
icy holders, and thus in effect a tax on thrift and foresight, 
constituting an interference with a socially most commendable 

' A full account of the law and practice on this point will be found in the 
Memorandum on I nicr'pr elation of Secs. 66 and 73 of Chap. 77, Acts of 1907 
of the State of West Viriginia relating to the Tax on the Premiums of Life 
Insurance Companies. By Alfred Hurrell, Attorney of the Association of 
Life Insurance Presidents. [1910.] 

2 Cf. J. F. Dryden, Taxation of Life Insurance Companies in the United 
States. An Address, New York, 1908, pp. 11-12 

® These are Alabama, Georgia, Kentucky, Montana, South Carolina 
and Virginia. 
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and beneficent practiced Other writers do not go quite so far 
as this, but make a plea for great leniency of treatment and 
suggest that a tax be imposed in the nature of a license fee for 
the privilege of doing business, the amount of the tax to be 
restricted to a sum just sufficient to cover the necessary cost of 
supia-vision. For life insurance companies, according to these 
authors, (‘iijoy no special privilege, but constitute primarily a 
means of co-operation to distribute the cost of providing for 
dependent widows and children and of saving a fund for old 
aged 

To this view, however, several objections may be urged. 
In the first plac(‘, modern life insurance companies are often 
utilized, in part at least, to afford a safe means of investment 
as well as insurance against death. Why, it may be asked, 
should sucdi inv(\stments l)e treat(‘d more tenderly than others. 
But, secondly, there is a broader ground for dissent from the 
claim for great kaiiency. The demand that the amount of the 
tax should be ])ut in some relation to the cost of supervision is 
untenable because' the mod(*rn l)asis of taxation, as we know, 
is not benefits ri'ceived or the cost of the advantage conferred, 
but ability to yniy. While it is ind(‘ed true that public-service 
corporations which enjoy special privileges may reasonably be 
asked to pay a special tax l)ecause these privileges enhance 

^ The fullest. stuteuKmt of this position will he found in Willard Morrill, 
Taxation of Life Insurance Compafries. Argument hfore the Tax 

Conindsslon at Madison^ Oct. 1900^ esp. j)!). 3-11, 41. S(x? also a mono- 
graph bearing th(^ same title by Charles E. Dyer, giving the argument sub- 
mitted on Oct. 23d, 1900. For a more recent statemi'nt see Robf*rt Lynn 
Cox, The Impropriety of taxing Returns to Life Insurance Policy Holders, 
Boston, 1909, pp. 5-0. Cf. the addres.ses at the Tax Conference held in 
New York in Dec., 190S, under the auspices of the Association of Life In- 
surance Presidents; and the Proceedings of the Annual Meetings of the 
Association [six to 1912). 

2 This view is emphasized in the “Rej)ort of the Committee on Uniform 
Insurance Taxation’' in the Addresses and Proceedings of the Fourth Confer- 
ence of the Internatumal Tax Association, Columbus, 1911, pp. 291-294. 
A plea for leniency is also made by S. S. Hiu'bner, ‘‘The Taxation of Life 
and Fire Insurance Companies" in ibid., First Conference, New York, 1908, 
p. 595. C/. also Injustice and Inequality of Life Insurance Taxation. Re- 
port of Committee adopted by National Convention of Insurance Commis- 
sioners at Detroit on August t34y 1908; E. E. Rittenhouse, Taxation of 
Insurance Premiums, An Address, Atlantic City, 1908; J, A. De Boer, Tax- 
ation of Level Premium Life Insurance, 1909; and the chapters devoted to 
taxation in F. L. Hoffmann, Insurance Science and Economics, New York, 
1911. 
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their ability to eontri])ut(^ to the common burdens, the absence 
of special ])rivil(^St' not justify exemption or remission from 
ordinary taxation, wiu'ther in the case of corporations or in 
that of individuals. Morc'over, th(‘ inerc^ fact that the property 
or the income on which the tax is imposed is the result of thrift 
or foH'sight cannot be regarded as constituting a valid objec- 
tion. As long as th(‘ geinTal test of ability to pay is found in 
property, as in the United States, or in income, as in Europe, 
it is impracticabl(‘ to avoid the taxation of thrift or of any of 
the other qualiti(‘s which are res])onsible for the accumulation 
of capital or the enjoyment of income. For all capital is tht^ 
result of saving. To abandon the taxation of lif(‘ insurances 
savings would logically lead to the abandonment of all taxe's on 
savings in geana'ab and that would be tantamount- to the taxa- 
tion of expenditure which, as we know,^ rc'presents a bygone 
stage in the evolution of fiscal policy. As it has been well put: 

'^Tiii.s system of taxing savings and accuniulatc'd wealth has ])een 
deliberately adopted and will not Ix' abandoia^d. The civilized nations 
of the world have committed themselvc's to the general polity of levy- 
ing taxes, so far as possible, in ja-oportion to ability, not disabilit}^; 
according to st iength, not w('akiK\ss; and as the thrifty man is usually 
the able and the strong man, he will continue to pay most of the taxi's. 
One of the incidental disadvantages of this ability i)rinciple is the fact 
that it does to a degri'c tend to discourage thrift . Hut you (‘annot build 
a system on incidentals. The proposal to build a system of taxation 
on sumptuary principles — jx'iializing waste and thriftlessness, reward- 
ing thrift and industry — has been repeatedly made in the past and 
deliberately rejectx'd. It is impracticable, for one thing, because the 
more it succeeds, the less revenue it yields.” 2 

On the other hand, it is equally true that life; insurance com- 
panii's should not be subjected to an exceptionally liigh rate 
of taxation. Owing to the ease witli which they can be reachi'd, 
it has become customary in the United Statics to put them 
almost on a plane with public-service corporations, and vir- 
tually to tax the capital invested in insurance policies at a 

^ Cf. sii'prn, pp. 8-10. 

2 T. S. Adams, Some Obstacles which delay the Reform of Life Insurance 
Taxation. An Address delivered at the Fourth Annual Meeting of the Associa-- 
lion of Life Insurance Presidents, Chicago, 1910, pp. 6-7 of reprint. Cf, 
also Lester F. Zartman, Livestmcnts of Life Insurance Cornpajiies, New 
York, 1900, and the same author’s Necessity for Reform in Life Insurance 
Taxation, An Address delivered at the sex^ond Annual Meeting of the Associa^ 
turn of Life Insurance Presidents, New York 1908, pp. 3-5 of reprint. 
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considerably higher rate than other intangible property, most 
of which in fact practically escapes taxation. Not only are 
life insurance inv('stments taxed more severely than others, 
but life insuraiKJe companies in the United Stat(\s are taxed at 
a higher rate than anywhere else in the civilized world. ^ 

Moreover, the life insurances companies have undoubtedly 
a just ground of (somplaint in thc^ heterogematy of burdens 
to which they are subjected.- The evils of unequal and double 
taxation, which as we have seam above ^ are great enough in 
geaieral in the Unitesd States, are aceaaituated in this case by 
the remarka])le (k'cision of th(^ Siiprcane Court that th(‘ busi- 
ness of lif(‘ insurance do(‘s not constitutes comm(*rc(s and is 
therefore not sulqect to the restrictions governing the state 
taxation of inter-state commerce. 

When we come to the question as to the basis on which libs 
insurance' comj^aiiies should be' taxe'd, it is not altogether easy 
to reach a de'cision. Some authoritie\s recommenel the' taxation 
e)f assets or e)f the' income fre)m asse'ts.'^ This is, howesvesr, im- 
practiesable in most of the common we'alths because a larges 
part of the insurance is writte'n by foreign cornpanie's wliose 
assets it is irnpe)ssi))le te) re'ae'h. It is largely for this re'asoii 
that most e)f the' stab's have had re'esourse' to the taxatiem e)f 
gross prc'inium recc'ipts within tlies state. In prine'ij^le', how- 
oveT, this is e)pen to serious objectiem, for very much the 
same reason that taxes on gross reeseipts in general are lacking 
in equity.'’ 

In adelition to this general e)bje'ction it may be e)l)served 
that a system of taxation of premium re'ceii)ts is not esi)ecially 
well suiteel, in the'ory at least, te) a ce)mmunity which still con- 
tinues to tax property as such. For premium receipts bear 
comparatively little relatiem to assets. Companies carrying 

^ In Germany, for instance, with an annual premium income of over 
120 million dollars, life insurance companies paid in t axes of all kinds in 
1007 only about $800,000, or less than orn'-quarter of oiKi per cent of the 
premium income as over against the two jx'r cent and more, wliicdi is the 
average in America. Cf. J. F. Dryden, Taxation of Life Iimirana Com- 
panies in the United States, 1908, p. 10. 

2 Cf. W. J. Graham, Life Insvranxc Taxation. An Address before the North 
Dakota Tax Association. Grand Forks [1910]. 

’ Supra, chap. iv. 

< This is the view of the Wisconsin Tax Commission in its Feport for 
1911, and is also upheld by G. H. Noyes, Life. Insurance Taxation. Report 
and Bill of the Wisconsin Tax Commission, with other Facts (1911). 

^ Infra, chap, vii, sec. ii. 
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large amounts of so-called industrial insurance collect much 
larger amounts in premiums in proportion to reserve assets 
required to meet the obligation of those contracts than in the 
case of the usual type of policy. The same disproportion is 
to be found in companies which have a large amount of paid-up 
and well-matured policies in force as compared with other 
companies.^ 

If premium receipts at all are nevertheless utilized, it should 
be as far as possible net, rather tlian gross, premiums on 
which the tax is inq)osed. That is to say, the cornpanic^s 
should be permitted to deduct from the gross prcmiium recc'ipts 
all moneys paid back during th(^ y(‘ar b}^ way of death losses, 
surrender values, endowanonts, etc.j as w(‘ll as for expenses of 
the local agency organizations.- In this way w^e should at 
least get a little closer to the relativ(‘ taxable ability of the 
various companies. It is, howwer, not likely that any im- 
mediate change will be made in the policy of the American 
commonwealths, which are predisposcnl to the simpler ad- 
ministrative methods and which naturally i)r(‘fer ease and 
certainty of assessment to the more idcail (mds of abstract 
justice. As long as this feeding prevails, p(a’ha})s the most prac- 
ticable plan still remains that of a fairly low, but uniform tax 
on gross receipts. But this, it must not be forgotten, is only a 
relatively satisfactory solution. 

3. Railroads 

(a) History 

A complete history of the development of railway taxation 
would occupy an entire book. It will be possible here to say 
only a few words about some of the tyj^ical commonwealths.^ 

* Cf. George Curtis, Jr., Life Insurance Taxation, An Address, 1911. This 
is incorporated with a few changes, in the Report of the Wisconsin Tax 
Commission for 1910, chap. 5. 

* This suggestion is forcibly urg<xi by Robert Lynn Cox, Taxation of Life 
Insurance in the United States, A Reprint from the Addresses and Proceedings 
of the Second International Conference on State and Local Taxation. Colum- 
bus, 1908, pp. 14~15. 

* There is no general history of railway taxation in the United States. 
For the period from 1890 to 1902, however, we now have the admirable 
compilation by the Interstate Commerce Commission entitled Railways in 
the United Stales in 1902. A Twenty-two Year Review of Railway Operations; 
a Forty-Year Retriewof Changes in Freight Tariffs; a Fifteen-Year Review oj 
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In Pennsylvania, railroads were included in the general tax 
law of 1840, and were assessed on their personalty and on their 
dividends. In 1844 the tax on personalty was abandoned, but 
the general cjorporation tax on capital and dividends continued 
with some modifications. In 18(31 a special tonnage tax was 
levied on transport^ation companies at the rate of two, three 
and five cents per ton of freight carried, and an additional tax of 
three-quarters of orui pcir cent was laid on their gross receipts. 
The former was declared unconstitutional by th(‘ federal courts, 
and as a result, by the act of 1874, both the tonnage tax and the 
gross receipts tax were abandoru'd. For the old tonnage tax 
there was now sulistituted a tax of three cents a ton on the 
number of tons of coal mined or purchased by the companies 
engaged in mining, purchasing or selling coal. This tax, however, 
cc'ased in 1881, after having been declared unconstitutional, 
because it applied to interstate tonnage, notwithstanding the 
fact that it was ii tax on fraiudiisc', and not on business. In 
1877 the gross earnings tax was reimjiosed at tli(‘ rate of eight- 
tenths of one ]j(‘r cent and with slight amendments in 1879 and 
1889 is still in force. In 1879 a law was jiassed imposing a tax 
on the capital stock of corporations in general, which with some 
amendments is in iorcv to-day.^ In the meantime railroads were 
subjected to the tax on loans which was first imposed in 1864. 
In 1868 an attempt was made to extend this tax to securities 
held by non-residents, but the act was d(K*lared unconstitutional, 
as was a later act of a similar nature in 1881. It was not until 
1886 that an effective tax on corporate loans, now in force, was 
introduced. 

In New York, railroads were subject to the general property 
tax until 1880, when a law was enacted substituting for state 
purposes a tax on the capital stock of corporations in general, 
which will be discussed later in detail ^ and which with some 
modifications is still in force. In 1881 an additional annual 
^Tranchise tax” was imposed at the rate of one-half of one per 
cent on the gross earnings of all transportation and transmission 
companies. In 1886 the organization tax was imposed on all 
Federal Railway Regulation; a Twelve-Year Review of Stale Railway Regula- 
tion; and a Twelve-Year Review of State Railway Taxation y Washington, 
1903. Cf. W. O. Hedrick, History of Railroad Taxation in Michigan^ 
Lansing, 1912; and G. E. Snider, The Taxation of Gross Receipts in Wiscon- 
siuy American Economic Association, 1906. 

1 Cf, infra, p. 197. 

2 Infra, pp. 200 et seq. 
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corporations in geiKTal and in 1895 the license tax on foreign 
corporations. Finally in 1899 the spc'cial franchise tax, to be 
explained later, was introduced. All these laws are, with some 
modifications still in for(;e. 

In Connecticut, the law requiring certain stock companies 
to mak(^ returns of the stock owned by individuals was extended 
in 1846 to railroads. Three yciirs later every railroad that had 
paid a dividend in the j)recediiig year was requirt'd to pay one- 
half of OIK' pc'r cent on the market value of the shares held by 
non-residents ; but if the railroad was partly out of the state, the 
tax was to be ])roportione(l to the mileage in the state. This 
system worki'd so wt'll that in 1850 it was extended to residc'iit 
stockhold('rs, and was made one-third of one per cent in lieu 
of all other taxes. In 1862 the rate was increased, but the 
provision was insc.'rted that the stock should not be assessed 
at less than ten per c('nt of tlu^ par value. In 1864 the outlines 
of the pres('nt system were drawn by requiring tlie companies 
to add to the valuation of the stock the market value of the 
funded and floating indebtedness l(\ss tlu' cash on hand, and 
to pay one per cent on this valuation in proportion to the mile- 
age in the state. In 1871 it was provided that if the railroad 
paid any local tax this might ])e deducted from the state tax. 
In 1881 a deduction was made from the taxable valuation for 
such portion of its debt as was contracted for stock taken in 
other roads. In 1882 the funded and floating debts and bonds 
were to be valued at par unless the market value was below par. 
In 1915, howev(^]', the system was changed to the taxation of 
gross earnings and the present law was enacted. 

In Vermont the attempt to break away from the older meth- 
ods came in 1882, when a graded gross receipts tax was imposed. 
On gross r(‘C('ipts up to $2,000 a mile tlie rate was 2%; on the 
first $1,000, or part thereof, above $2,000 the rate was 3%; on 
the first $1,000, or part thereof, above $3,000 the rate was 4%; 
and above $4,000 the rate was 5%. This law, however, was 
declared unconstitutional in 1890 by the state court as an in- 
terference with interstate commerce and was supplanted by 
thf' law of the same year, which, with a few modifications, is 
still in forc(? and wiiich provided for an alternative system — 
either a tax on gross receipts or a tax on the so-called appraisal, 
which is nothing but an ad valorem tax, including the value of 
the franchise, although at a fixed rate. The tax on appraisal 
was fixed at Vio of 1% in 1890, was increased to 1% in 1902, 



THE TAXATION OF CORPORATIONS 


173 


and to 134 % 1^08. The gross receipts tax was fixed at 234% 

in 1890 and in 1906 a graded tax of from 234 to 4% was intro- 
duced. In 1912, however, the gross earning tax was abolished. 

In Maine, a graded gross earnings tax was imposed in 1881. 
The rates were 1% on gross earnings up to $2,250 a mile; 
34 of 1% on earnings from $2,250 to $3,000; and then increasing 
W 34 of 1% for every $750 until the rate reached 334%- lo 
1893 the rates were altered by providing that on earnings of 
$1,500, or under, the rate should be 34 of 1%, thcmce increasing 
by 34 of 1% for every $750 until the rate reached 334%- In 
1907 th(i maximum reached 434% ^^od in 1911 the rates were 
further increased and the scale now in force was instituted. 

In Maryland the gross receipts tax was first imposed in 1888 
at the rate of 34 of 1%. In 1890, the rate was increased to 1%, 
and the tax was mad(i applicable to foreign as well as domestic 
railways. In 1896 the tax was graduated, being 7io of 1% on the 
first $1,000 per mile of gross earnings; 134 S 7 ) on earnings from 
$1,000 to $2,000 per mile; and 2% on all earnings over $2,000 per 
mile. In 1906 the rates were increased and the scale now in 
force was adopted. 

Of the other Eastern states to break away from the primitive 
system New Jersey lias had an especially interesting history 
partly because it still favors a variation of the ad valorem system, 
partly because its peculiar situation has enabled it to grapple 
more successfully with the problem of the adjustment of state 
and local taxation. For New Jersey is economically only an 
adjunct to the city of New York. A small state, with a popula- 
tion far inferior to that of the neighboring metropolis across the 
river, and with correspondingfy insignificant state expenses. 
New Jersey is traversed by some of the most important railway 
lines in the country and contains what are practically the New 
York city terminals. From an earl}^ period, therefore, the rail- 
way tax question assumed an importance which was not realized 
until much later in other states. In New Jersey railroads were at 
first subject to special taxes as fixed in their separate charters. 
In 1851, however, they were subjected to the gener(il property 
tax system. In 1873 came the break. A tax wtis now imposed 
at the rate of one-half of one per cent on a valuation equal to 
their cost, equipment and appendages, and the assessment was 
put into the hands of a state official known as the state com- 
missioner of railroad taxation. Three years later, as the result, 
of a constitutional amendment of 1875 the cost tax was aban- 
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doned and a tax at the same rate was imposed on the ^Hrue 
value of the road and eciuipment, which was now to b(' esti- 
mated by a board of railway commissioners. In 1884 a new and 
more elaborate system was adopted. A state board of assessors 
was created to value all railway property us(xl for railway pur- 
poses, the non-operative real estate being still assessed locally 
like other ordinary realty. The property was divided into four 
parts, viz.: (1) the so-called main stem, consisting of the road- 
bed, not exceeding one hundred feet in width, and the railroad 
stations; (2) the rest of the real estates usc'd for operation, ordi- 
narily described as the second-class ])roperty; (3) the tangible 
personalty of the railway; and (4) the franchise. It was 
this last category whi(*h, as we shall see lat('r, was the impor- 
tant innovation, and which constituted the r(‘al departure from 
the system of property taxation. On the entire valuation, as 
fixed by the board, a tax of one-half of on(' per cent was imposed 
for state purposes. In addition to this tax, the so-called s(K*<ond- 
class property was to be taxed at tlie general local rate (not to 
exceed one per cent), and the revenue from this additional tax 
was to go to the localitic^s. This remained the system until 1897 
when the state relinquished to the localities the entire tax on 
second-class property, reserving to itself only the tax on the 
main stem, the jiersonal property and the franchise. In 
1906, however, the tax rate on these three categories was con- 
siderably increased, railroad stations which had hitherto been 
included in the main stem were now placed in the se(*ond class 
property subject to local taxation, and the present system was 
put into force. 

Leaving the states of the Atlantic seaboard we come next to 
Ohio. Ohio retained the old system as the exclusive method 
until 1896. In that year, however, Ohio added a so-called excise 
tax of 3^ of 1% on gross receipts for state purposes, which was 
increased in 1902 to 1%. The ad valorern system, however, was 
also continued. The same double system has been perpetuated 
by the law of 1910, still in force, which increascxl the tax on 
gross earnings (now limited strictly to intra-state earnings) and 
which at the same time confided the assessment of railway prop- 
erty to a state board. 

Of the states further west the break with the old methods 
had come earlier. In Michigan a tax on gross receipts was 
first imposed in 1873 at the rate of 4% or 2%, according as re- 
ceipts were over $4,000 or not, although a few of the most im- 
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portant railroads in the state were subject to special taxation 
as fixed in the original charter provisions. In 1891 the general 
tax on gross receipts was graded according to the following scale: 
for the first $2,000 gross receipts per mile the rate was 2%; 
from $2,000 to $4,000, 23^^%; from $4,000 to $6,000, 3%; from 
$6,000 to $8,000 33 2%; over $8,000, 4%. In 1897 the scale 
was iu(‘r('ase(i, tin*, stagers remaining the same, but the rates 
being respectively 23 2%> 4 ‘Oid 5%, with the further 

addition that tlu^ gross in(*oin(‘ of all union railroad station and 
dt'pot companies whose; earnings were over $20,000 a mile should 
pay 10% on the excess gross incomes over that amount. In 
1899, howewer, for reasons to be discussed later, the gross re- 
ceipts tax was a])olished and the ad valorem system reintro- 
duced. This law was declared unconstitutional, whereupon 
the constitution was amended in 1900; and in 1901 the ad va- 
lorem system was reinstituted by a law still in force, the valua- 
tion to be entrust(‘d to a state tax commission. 

What hapjxuKHl in Michigan took place also in Wisconsin, 
Wisconsin’s ('xperiment with the taxation of gross receipts 
began considca'ably earlier — namely, as far back as 1854, when 
a tax at the; rate of l^/(, was imposed. After some trouble with 
this, the tax was chang(‘d to a license fee on gross earnings, 
at the same rate, and in 1862 the rate was increased to 3%. 
In 1871 a special rat(' of 5% was imposed on railways in- 
d(4)ted to municipalities, etc. In 1874, the general rate was 
increased to 4%, and in 1876 a graduated scale was intro- 
duced. The so-(‘alled license fees were now fixed as follow\s: 
for re(‘(‘ipts of less than $1,500 per mile the tax was $5 per 
mile; from $1,500 to $3,000, $5 per mile plus 2% on earnings in 
excess of $1,500; for receipts of $3,000 and over, 4%. But all 
railroads upon pile or pontoon bridges were taxed uniformly at 
the rate of 2%. In 1897 the scale was revised as follows: for re- 
ceipts of less than $1,500 per mile, the tax remained at $5 per 
mile; from $1,500 to $2,000, the tax was $5 per mile plus 23^2% 
the excess earnings over $1,500; from $2,000 to $2,500, the rate 
was 3%; from $2,500 to $3,000, 3h^%; above $3,000, 4%. The 
same provision as before governed pile and pontoon railroads. 
In 1903, however, largely for the same reasons as in Michigan, 
the gross receipts sj^stem was abandoned and was replaced 
by the ad valorem method, under strict state assessment. 

While Michigan and Wisconsin have abandoned the gross 
receipts method, Minnesota has retained it and California, 
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after a careful study of the problem has recently introduced it. 
In Minnesota the system until 1873 was that of the old general 
property tax. In that year it was provided that railways might 
commute for th(‘ {)roperty tax by tht> pa^anent of a tax on gross 
earnings. In 1887 the gross earnings tax was made obligatory: 
for th(‘ first three years of operation, the rate was 1%, for the 
next Severn years, 2%, thereafter, 3%. In 1903, however, a flat 
rat(‘ of 4% was introduced, increased in 1913 to 5%. When 
C'alifornia adopte^d a similar system in 1910, the same rate of 
4% was applied, increased in 1915 to 53/4% in 1921 to 7%. 
The only other Western state to employ the gross receipts 
method was North Dakota, which introduced the system in 
1883, the rates being grade^d according to the age of the road. 
In 1889, however, the roads wxTe given the alte^rnative of paying 
a tax on property or on gross earnings. But in 1891 the gross 
earnings law was declared unconstitutional, and since then 
North Dakota tax('s railroads according to the ad valorem sys- 
tem supplenuaitcxl since 1919 by a 3% income tax. 

There remain the Southern states. North Carolina intro- 
duced the change in 1889, when a law was enacted providing 
that in case for any reason the general proj)erty tax should not 
be imposed on a railway, it should be su})j('Ct to a tax of 1% 
on its gross earnings. In 1899 this alternative provision seems 
to have bee'ii dropped, but in 1901 a so-called privilege^ tax on 
gross earnings, with a graded scale, was introduced which is 
still in force as a supplement to the general property tax. In 
Virginia the law of 1842 imposed a tax of 13^% on dividends. 
In 1855, as amended in 1859, this was changed to a tax of 1 mill 
per passenger mile plus 3^ of 1% on gross earnings from freight. 
In 1869 the tax was again changed to 3^ of 1% on tangible prop- 
erty and on dividends. In 1881 the property tax continued to 
be levied although now assessed by a state board, but was sup- 
plemented by a so-called occupation tax, levied according to 
net earnings. No machinery, however, was provided to enforce 
the law which remained a dead letter until 1890 when the 
requisite machinery was instituted. The net earnings or income 
tax was at the rate of 1%, and it was provided that income 
should be ascertained by deducting the costs of operations, 
repairs and interest on indebtedness from the gross receipts. 
In 1902, however, the income tax was changed to a tax of 1% on 
gross receipts, increased in 1915 to 1 1 / 8 %, in 1916 to 134 % and 
in 1918 to 1 5/16%, which is still in force and which is levied in 
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addition to the property tax. In Texas, also, a tax on gross 
receipts was added to the property tax in 1895, but limited to 
the receipts from passenger traffic. In 1905, however, it was 
extended to receipts from all sources, at the rate of 1%. Finally 
in Mississippi a law of 1880 provided that if a railroad would 
pay a privilege tax of from $20 to $70 per mile it should he 
exempted from the general property tax for state and county 
purposes. The law of 1890 increased the rates in this alternative 
system to $50 $150 per mile. In 1892, however, a privilege tax 
on railroads was imposed, not as an alternative, i)ut as an addi- 
tion, to the property tax. The law divided railroads into four 
classes, with a tax of $2 to $20 per mile according to the class. 
This law, with some amendments, is still in force; but the law 
of 1896 which imposed an additional privilege tax of $10 per 
mile on railroads claiming exemption from state supervision 
under the maximum and minimum provisions in the charter 
was abolished in 1912. 

After this hasty glimpse at some of the typical forms of de- 
velopment, let us now study the existing chaos. Chaos we 
say, because the remark of the railroad tax wmmittee of 1879 
still holds good to-day, that ‘^then^ is no method of taxation 
possible to be devised which is not at this time applied to rail- 
road property in some part of this country. A more discourag- 
ing example of general confusion could hardly be imagined.’^ ^ 

(b) Actual Conditions 

As stated above ^ nine commonwealths have abandoned prop- 
erty, in the sense of the summation of the actual tangible and 
intangible assets, as the basis of the tax, and six others have 
abandoned property as the sole basis. Of these the majority 
now assess railways on earnings. Five states — California, 
Connecticut, Maine, Maryland and Minnesota — levy a tax on 
gross earnings only. In two of these five the tax is graded. In 
Maine the excise tax is levied at the following rates: on gross re- 
ceipts less than $1,500 per mile, 3^ of 1%; from $1,500 to $1,900 
per mile, ^ oi l%\ and for each additional $400 per mile or 
part thereof, M of 1% additional until the rate equals 5}'^%. 
In the case of railroads operated solely for freight the maximum 
limit is 3%. In Maryland the so-called franchise tax is im- 
posed at the rate of 134% on the first $1,000 earnings per 

^ Taxaiion of Railroads and Railroad Securities ^ p. 1. 

^ Supra, p. 161. 
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mile; 2% on earnings from $1,000 to $2,000; and 2}4% on 
earnings above $2,000 per mile. In the three other states — 
Connecticut, California and Minnesota — the gross earnings 
taxes are levied at the fixed rate of 7 and 5 per cent respec- 
tively. 

Three commonwealths — Massachusetts, New York and Penn- 
sylvania — include railroads in the general corporation tax. New 
York and Pennsylvania, however, levy an additional tax on 
intra-state gross earnings (one-half and eight-tenths of one per 
cent respectively); while Massachusetts also levies an income 
tax of ^'4 of 1 per cent as well as a commission tax on gross 
earnings in proportion to mileage. In Pennsylvania rail- 
roads are therefore now subject to the general (‘orporation 
tax on capital stock as measured by dividends, to the tax on 
corporal e loans at the rate of four mills, and to the tax on gross 
receipts at the rate of 8; 10 of 1%. Tluy are also subject to the 
payment of th(‘ so-called bonus on charters.^ 

There nanains one commonwealth — Delaware — which levies 
six separate' taxes, viz.y on capital stock (one per C('nt), net 
earnings (ten per cent), locomotives ($100 each), passenger 
cars ($25), freight cars ($10) and passengers (ten ctaits (^ach). 
The companies may, however, pay a gross sum in commutation 
of the passenger tax. 

In addition to the commonwealths which have broken en- 
tirely with the attempt to tax railways on tangible and in- 
tangible property, six stat(^s which retain th(' property tax as 
the main feature add other taxes not bascnl on property. Missis- 
sippi imposes additional privilege taxes at a fixed sum per mile, 
according to the reputed wealth or earning capacity of each 
road. There are five classes: first, second, third, narrow gauge 
and levee district roads, the tax varying from $2.50 to $45 per 
mile. Ohio levies, in addition to the property tax, four per cent 
on the gross earnings from intra-state business only. Rhode 
Island levies, in addition to the tax on tangible property, a 
tax of one per cent on the proportionate part of the gross earn- 
ings within the state, as fixed by relative mileage. Tennessee 
imposes since 1919 a so-called inspection and supervision 
fee on all public utilities, graded from $10 to $500 according 
to gross receipts in excess of $5,000 with the maximum f(H3 
applicable to gross receipts over $3,000,000. Texas levies a 
tax of one per cent on the gross receipts from passenger earn- 
^ Cf. infra^ p. 215. 
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ings. Virginia imposes a state franchise tax of 1 5/16 per cent on 
gross receipts within the state. Virginia also, like Alabama 
and a number of other states, levies a tax to defray the expenses 
of the railroad commissioner, apportioned to the railways ac- 
cording to gross receipts. Again, in some of the Southern states 
we find special licenses levi(‘d on railroads, as in Florida where a 
license tax of $10 per mile is imposed, the proc(‘eds being divided 
between the state and the counties, with additional local flat 
licenses of from $10 to $250 according to population; or in 
South Carolina wh(^re a “license fee’’ of three mills is imposed on 
the “gross income” of railroads. In Mississippi, Missouri, 
North C’arolina and North IDakota railroads are subject not 
only to th(^ prop(‘rty tax but also to the recently levied general 
corporate income tax and in Montana to the 1% income tax on 
all public utility's, levicnl under the name of license fee. In 
Massachusetts, also, railroads have be<m included from year to 
year, as an (‘xceptional measure, in the general income tax on 
corporations.^ In North Carolina where railroads were formerly 
sul)j(M*t. to an additional graded tax on gross earnings, this was 
later changed to a mileages tax and again in 1921 to a franchise 
tax of J/lOof 1% of the value as ascertained b}^ the State Tax 
(’ommission. This is in additioii to the corporate income 
tax. Idnally we find in a few commonwealths, like Delaware, 
Illinois, Maryland, New Jersey, North Carolina and Pennsyl- 
vania sj)ecial taxes levied on special railways. 

In considering the newer methods of railway taxation we 
should in n^ality add many stat(*s which, although included 
uiuk'r the head of the ad valorem system, yet attempt to assess 
the valium of th(‘ fraiichis(*. The term ad valorem system is in 
fact deplorably inexact. As commonly understood it means 
a system of ascertaining the value of the railway as a piece 
of property, so that it may be put on a par with other property. 
A valuation reached by adding together the real and the per- 
sonal property of the railway is without doubt an ad valorem 
method. A valuation reach(‘d by taking into account also 
the value of the stock and bonds would likewise generally be 
considered an ad valorem method. Yet a tax like that until 
recently in Connecticut where only the value of the stocks and 
bonds was admitted was called a specific and not an ad valorem 
tax. So again the tax on receipts is termed a specific tax; yet 
when an attempt is made to ascertain the value of the franchise 
^ Cf, for these income taxes, in/ra, p. 211. 
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and to estimate it on the basis of gross receipts, it is sometimes 
included in the ad valorem system simply because the franchise 
is treated as property. The whole subject of franchise taxation 
will be discussed later; Init it may be affirmed here that when the 
value of the franchise is reached by considering only or chiefly 
the earnings, as is the case in New Jersey, Michigan, Wisconsin 
and several other states, we are really departing from the ad 
valorem tax considered as a tax on property. For a tax upon 
property, as based upon or measured by earnings, is really a 
tax on, or acc^ording to, earnings. For instance, in New Jersey 
the assessors at one time endeavored to estimate the franchise 
by taking sometimes an arbitrary proportion (sixty per cent) 
of the surplus of the value of the capital stock and total in- 
debtedness over the value of the tangible property, sometimes 
a i)ercentage (twenty per cent) of the gross earnings. 

In Michigan, as we shall see later, after the tangible property 
had been assessed, the so-called Cooley- Adams method sought 
to reach the value of the franchise by a laborious computation 
designed to ascertain the actual net earnings, which were then 
capitalized at various rates for the diffi^rent railways. It is 
evident that a tax on franchise reached l>y capitalizing earnings 
is nothing but a tax on earnings. We are not here discussing 
which system is preferable. W"e desire simply to point out that 
a tax on the property value of the franchise, measured by earn- 
ings, is really an indirect tax on earnings; and that a so-called 
ad valorem tax based on earnings is therefore scarcely distin- 
guishable in theory from a specific tax on earnings. This is 
more or less true of the states which like Michigan, North Da- 
kota, Wisconsin and Vermont have replaced the tax on earnings 
by an ad valorem tax assessed on the property as a unit by a 
state board. 

An important point in the treatment of railroads is the extent 
to which these new methods of state taxation have superseded 
local taxation. In no case is the special railroad tax declared 
to be in lieu of all other taxation, state or local; although it was 
and is virtually, though not technically, true in Connecticut. 
For under the former law if the real estate not used for railroad 
purposes was taxable locally, the valuation on which the state 
tax was based was reduced by the amount of local taxes; and 
under the new law of 1915, while the localities have the right to 
tax the real estate not used exclusively in the business, the local 
taxes may be deducted from the state tax on gross receipts. In 
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four cases — Maine, Maryland, Massachusetts and New York — 
the local bodies may tax railroad property, but with some restric- 
tions. In Maine, only the buildings of the railroad and the lands 
and fixtures outside the located right of way are taxable locally. 
Each city or town, however, in which any stock of the railroad is 
held is entitled to an amount equal to one per cent of the value of 
such stock as determined by the state l)oard. In Massachusetts, 
the railroads arc taxalde locally only on their real estate (except a 
belt of land adjoining the roadbed with the structures con- 
nected with it) and machinery. But as the value of this prop- 
erty is deducted from the total valuation for the commonwealth 
tax, Massachusetts belongs, strictly speaking, in the preceding 
category. In Mississippi, only cities and towns have the 
privilege of taxing railroad property in general, but all local 
divisions may tax that part which is not used for railroad pur- 
pose's. In N('w York, under the general corporation tax law, 
the real estate of railroads is taxable for state purposes; and 
both re^alty and personalty (except intangible personalty) are 
taxable for local purposes according to the primitive methods 
of the locally assessed property tax. Railways are also subject 
to the spcndal franchise tax,^ which, although assessed by a 
stat(^ board, accrues to the locality. Finally, in California, 
Minnesota, P('nnsylvania and Vermont — the railroads are sub- 
ject to a local tax only on that part of their property not used 
for railroad purposes. In California the operative property 
whi(5h is not subject to local taxation is expressly defined in the 
law of 1910. In Pennsylvania, all property necessary to the 
successful operation of the railroad including stations, water 
tanks, etc.^ but not city offices, has been held to be a part of 
the franchise, and therefore not locally taxable. But in Pitts- 
burgh all real estate, and in Philadelphia all real estate ex- 
cept the superstructure of the roads and the water stations, 
is locally taxable. Attention has also been called above to the 
New Jersey system whereby all operative real estate except the 
main stem, and all non-operative realty pay the full local 
rate. 

Summing up the American system of railroad taxation we 
see that there are five principal methods: 

1. The primitive system of the general property tax, with 
local assessment. Although this has well-nigh disappeared for 
state taxation in general, at least as the exclusive system, it is 

1 /n/ra, p. 225. 
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still found for f)urposes of local taxation in many states, in- 
cludiiifi; New York. 

2. The ad valorem system, including at least a valuation of the 
tangihle property, but involvinfj; assessment by a state board. 
This is th(' syst(Mn in a majority of the states. 

3. The ad valorem system, including a valuation of the fran- 
chise based in whole or in part on one of the two following 
methods. This is becoming the rule in a large number of states. 

4. The s>’stem of spc'cific valuation through the stock-and- 
bond method or some modification of the same. This is found 
in only a few states. 

5. The taxation of earnings — either gross earnings or net 
earnings or income. This is found in about a third of the states. 

This survey will suffice for a jncture of the existing chaos. 
The theory and criticism must be left to a subsequent section. 

4. Other Puhlic-Service Corporations 

Next in order after the railroads to l)reak away from the gen- 
eral property tax were the corporations which it has ))ecome the 
custom in recent years to call the public utilities or the public- 
service corporations. Sometinu\s the tenn transportation and 
transmission companies is applied to them. In the broadest 
sense this term is defensible, as including all corporations en- 
gaged in th(* transportation of passengers and freight and in the 
transmission of light, heat, power, sound, or intelligence. In 
some states, however, transportation and transmission com- 
panies are consid(*r('d only a i)art of the broader category of 
public-service corporations. For instance in New York the 
^‘additional franchise tax^^ on transportation and transmission 
companies applies only to “railroad, canal, steamboat, ferry, 
expn^ss, navigation, pipe line, transfer, baggage express, tele- 
graph, telephone, palace car or skieping car” and “other trans- 
portation” companies; while a separate tax is imposed on the 
other public-ser\dce corporations which are specifically desig- 
nated as “elevated railroads, surface railroads not operated by 
steam, corporations for supplying water or gas, or for electric 
or steam heating, lighting or power purposes.” The latest def- 
inition of public-service corporations is contained in the Rhode 
Island law of 1912, which taxes “express, steamboat or ferryboat 
companies; steam and electric railroads; street railways; dining, 
sleeping, chair or parlor car companies; telegraph, cable and 
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telephone companies; companies for selling gas, water or elec- 
tricity for light, heat or power purposes/^ A slightly different 
definition is that of the Nebraska law, which includes among 
the public-utility corporations “street railway corporations, 
street railways, water works, ek'ctric light and gas works, 
natural gas, mining and all other like corporations/' Another 
definition of public-utility companies, apart from transporta- 
tion companies is affonk'd by the Wisconsin law of 1911. 
They are defined as companies for: (a) generating and furnishing 
gas for lighting or fuel or both; (b) supplying water for domes- 
tic or public use or for power or manufacturing purposes; 
(c) generating, transforming, transmitting or furnishing (h^ctric 
current for light, lu'at or ]>ower; (d) generating or furnishing 
steam or supplying hot water for heat, power or manufacturing 
purposes; (e) improving the navigation of public streams or 
other public wab'rs; (f) conserving and regulating the height 
and flow of water in public reservoirs. 

South Carolina also has a definition of ])u])lic-service corpora- 
tions which incliuk's in addition to some of those mentioned 
above “navigation companies." In some of the other stat(‘s, 
with less inclusive' lists, other jniblic-service' corporations are 
occasionally irn'iitioned, like oil pipe lines, bridge compank's, toll 
road comi)ani('s, messenger companies, press despatch com- 
panie's, sewer e^ompanie\s, elevator companies, signal companies, 
eloe'kage or craiiage companies, heating and ce^oling companies, 
freight line anel ('e]uipme‘nt companies, and teTininal companies. 
All these' corporations are deenu'd to diffc'r from ordinary busi- 
ness corporations in the posse^ssion of some special privilege in 
the use of the land, or in the right of constructing pipes ])eneath 
the land or laying wires above the land. 

In many of the states these corporations are still taxed ac- 
cording to the ineffective methods of th(' general })roperty tax 
with local assessment. In several states they are now taxed ac- 
cording to the ad valorem system by a state board and not infre- 
quently according t o the so-called unit rule.^ In not a fi'w states, 
howev('r, specific taxes are imposed on such companies. In a 
few states, like Montana, South Carolina, Tennessee and West 
Virginia, all these publii^-service corporations are subject 
to a spe(aal tax of the same kind and amount. In other states, 
like California, the method is the same but the rates differ. 
In most of the states, however, both rates and methods vary. 

^ C/. supra, p. 150. 
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On the whole, more progress has been made here than in the 
case of the railroads which were the first of the public-service 
corporations to break away from the old system. We shall 
mention tliem in the order in which they have begun to assume 
importance from the fiscal point of view. 

The taxation of telegraph companies has undergone an evolu- 
tion similar to that of railroads, but in some respects more com- 
plicated. In a large number of commonwealths telegraph prop- 
erty is still included by the local assessors in the geiK'ral tax list, 
and pays the r(‘gular rate of the property tax. In a smaller num- 
ber of states, like Indiana, Illinois, Iowa, Kansas, Kentucky, 
New Hampshire and Tennessee, the ad valorem system, ad- 
ministered by a state board, is employed, frequently accord- 
ing to the unit rule. In a few cases again, like Nebraska, 
where the value of the franchise is separately ass(\ssed, th(‘ 
calculation is made on the basis of gross receipts, so that th(' 
system ought really to be likened to that now to be mentioned. 
About one-half of iho states, however, have broken away from 
the ad valorern or property system and have substituted one 
based on gross receipts or on mileage. 

The gross receipts system is found in seventeen states, in two 
of which the tax is graded. The rate of the gross receipts 
tax is 3 mills in South Carolina, 5 mills in New York, 8 mills in 
Pennsylvania, one per cent in Delaware and New Mexico, 2 
per cent in Ohio and Rhode Island; 2 1/8 per cent in Virginia; 
23^2 per cent in Maryland; 2% per cent in Texas; 3 per cent in 
Connecticut, Louisiana and Michigan; 4 per cent in Oklahoma; 
434 per cent in Vermont; 5 per cent in New Jersey and 53^2 per 
cent in California. In Louisiana the tax applies only to foreign 
companies, domestic companies, if any, being taxable on their 
property. In Maine the rates are graded from P^r cent. 

The Maine tax is in lieu of all taxes on property except the local 
tax on real estate. Moreover, in Maine it is provided that the 
state should apportion to the respective localities a sum equiv- 
alent to one per cent on the value of the corporate stock held 
by resident owners. In the above list, six states — Louisiana, 
Ohio, New Jersey, New York, South Carolina and Virginia — 
add to the gross receipts tax a tax on property; Maryland 
adds to the gross receipts tax a tax on shares; and two — New 
York and Pennsylvania — add the general corjjoration taxes 
on capital stock or on stock and bonds. In Vermont the tax 
on receipts is alternative — at the option of the corporation — 



THE TAXATION OF CORPORATIONS 


185 


with the tax on nuleap;o, to be mentioned in the next para- 
graph. 

As contrasted with the states that levy a gross receipts tax, 
nine states impose a tax proportioiK'd to mileage. In five of 
these the tax is a fixed amount: in bdorida G5 cents per mile; in 
Vermont 65 cents per mile of poles and one line of wire, and 56 
cents per rnik* of each additional wire; in North Carolina $5 per 
pole mile together with flat local licenses graded from $10 to 
$50 according to population; in Virginia $2 per mile of poles and 
conduits and in West Virginia (for foreign companies) $1 per 
mile. In the other four states the tax is graded: in Alabama the 
tax is $1 per miU' if the line is not over 150 miles, and $500 plus 
$1 per mile if over 150 miles. In Delaware the tax is 60 cents 
per mile for the longest wire, 30 cents for the next longest, and 
20 cents for any other. In Mississippi the tax is 35 cents per 
mile together with a property tax. In Tennessee the tax is 
graded h'om $20 to $1700 with an additional $10 for each 
100 miles over 6,000. 

Of these nine states four — Alabama, North Carolina, Tennes- 
see and West Virginia — also levy a tax on property; Delaware, 
as stated above, also levies a tax on gross receipts; Tennessee 
levies in addition the inspection and supervision fee applicable to 
all public utiliti(\s; while Virginia imposes all three taxes — a 
property tax, a gross receipts tax and a mileage tax. Vermont, 
as stated above', has an alternative system — a tax on gross 
receipts or on mileage. 

In addition to the gross receipts and the mileage systems we 
find in a few easels other methods. In a few of the Southern 
states we find a flat license, as in Florida where it is fixed at 
$500. In Massachusetts telegraph companies are included in 
the general corporation tax and in Mississipj:)!, Missouri, Mon- 
tana, North Carolina and North Dakota they are subject to an 
income tax in addition to the property tax. 

In a very few cases only has any state abandoned the gross 
receipts tax. In Minnesota a mileage tax was first imposed 
in 1867, but was replac('d in 1887 b 3 ^ a gross receipts tax. In 
1891, however, the ad valorem system was introduced. So 
Wisconsin replaced the gross receipts tax by the ad valorem 
system in 1905 and Michigan in 1909. In Ohio there was a net 
receipts tax in 1862, changed to a gross receipts tax in 1865. In 
1893 this was abandoned and the ad valorem system was intro- 
duced ; but in 1902 this was supplemented by the excise tax on 
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gross receipts. In Oregon the gross receipts tax law of 1906 was 
repealed in 1909. In Oeorgia th(n*e was formerly a- gross receipts 
tax, imposed whenever the property tax did not amount to two 
and one-half per cent of gross n'ceipts. This method was, how- 
ever, declannl iin(*onstitutional in 1906. On th(‘ other hand, 
Alabama, which formerly imposed a gross recx'ii)ts tax, sub- 
stituted, as w(' know, a mileage tax. The geiKual tendency on 
the whole, however, has been toward the gross receipts tax. 

Telephone companies have naturally been subjected to special 
taxation only much nion' recently. With tlu' i)assag(^ of time 
the tendency has been for the rate of the tax to increasi'. For 
instanc(‘, in Wisconsin the gross receipts tax was one ])er cc'iit in 
1883, ^ per cent in 1885, 2H per c(‘nt in 1891, to 3 per 

cent in 1897, 214 to 4 per C(ad in 1905 and 2}X2 to 5 per cent in 
1911. In Minnesota a 2 p('r cent gross receipts tax was imposed 
in 1887; in 1891 this was abandoned for an ad valorem tax; but 
in 1897 th(' gross r('C(4pt.s tax was restored at a higlu'r raU' — 
3 per cent. In Ohio t(‘l(‘phone companies were, like telegraph 
companies, subjected to a net receif)ts tax in 1862 which under- 
went the same changes as those iiKaitioned in the last paragraph, 
except that the suppleiiKaital gross receipts tax which was im- 
posed at the rate of 1% in 1902 was increased to 1.2% in 1910. 

At present, the tax on telephone companies is the same as 
that on telegraph companies in a few states; but in many com- 
mon wc^alths either the rate or the method is different. The 
gross recei{)ts tax is found in twenty-one states. The rate of the 
tax is as follows: 3 mills in South Carolina; 5 mills in Louisiana, 
New York and Oklahoma; 8 mills in Pennsylvania; 1% in 
Arizona and Delaware; 1.2% in Ohio; \]/ 2 % in Texas; 2% in 
Maryland and Rhode Island; 3% in North (yarolina and Ver- 
mont; 4% in Connecticut; 5% in Minnesota and New Jei‘sey; 
and 5^% in California. In three states the tax is graded: in 
Maine the grades and rates are the same as in the case of tele- 
graph companies, explained above. In Virginia the rate is 
1 1/10% when (a) gross receipts do not exceed $50,000 a year, 
and (b) when the pole-mileage is not above 600; othemise (c) the 
rate is 1 1/16% on gross receipts to $50,000 and 2 1/16% on 
receipts in excess of that sum. In Wisconsin the so-called 
license fee is 2J/2% gross earnings are under $100,000, 3% 
between $100,000 and $300,000, 4% between $300,000 and 
$500,000 and 5% if over that sum; and it is provided that 
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15% of the revenue should accrue to the localities. In North 
Carolina the rate of tax is reduced if a certain proportion 
of the assets of the corporation is invested in state or local 
bonds of North Carolina: if the proportion is one-quarter, 
the rate is reduced to lJi%; if one-half, the rate is 1%; and if 
three-quarters of the total assets are so invested, the rate is 
only f%* Tennessee includes telephone companies 

in the inspection and supervision f(*e, levied according to gross 
receipts, on all public utilities. On the other hand, Michigan 
and Oregon abandoned the gross receij)ts tax in 1909 and re- 
placed it with the ad valorem system. 

Of the above states, four — New Jersey, Ohio, South Carolina 
and Tennessee — add to the rcceij)ts tax a tax on property; 
and Virginia adds a tax on property and a tax on mileage. 
Two stab's — New York and Pennsylvania — add the general 
corporation taxes on capital stock or on stock and bonds; while 
Vermont permits as an alternative the tax on mileage. 

As contrasted with these twenty-one staters, six common- 
wealths impose a tax on mil(‘ag(‘, several of them combining 
with the mik'age tax other taxes. Alabama levic's a privilege 
tax of 25 c(‘nts a mik' if the length of th(' win's is less than 
50 miles; but othc'rwise imposes a tax of $1,000 plus $2 a mile 
and in each cas(' also levu's th<‘ ];)roiK'rty tax and local licc'nses 
from $5--25. D('lawar(' levies a tax of 00 ('('iits per mile of wire, 
for the longt'st wire, 30 cents })er mile for that next in length, and 
20 cents per mile for all others: together witli a tax of 25 C('nts 
per transmitter. Mississij^pi levies a flat tax of from $2.50 to 
$250 on each telephone exc'hange, gradc'd according to the num- 
ber of subscrilx'rs and to the number of miles of poles. Virginia 
imposes a tax of $2 per mile, in addition to the property tax and 
to the receipts tax. Vermont levies a mileage tax like that on 
telegraph companies, and permits in lieu of this the gross rc'cu'ipts 
tax mentioned above. West Virginia levies a tax of $1 per mile 
in addition to the property tax. 

In a few states we find taxes apportioned to the instruments 
used. Thus Montana imposes a tax of 75 cents per transmitter, 
while Florida and Tennessee grade the tax. In Florida the 
tax is 10 cents per transmitter up to 1,000 transmitt (‘rs, 8 cents 
up to 2,000, G cents up to 3,000. In Tennessee the tax is from 
20 to 50 cents per transmitter, graded according to the popula- 
tion, in addition to the property tax. Moreover, as intimated 
above, Delaware also employs this method in part. Finally, 
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telephone companies arc subject in Mississippi, Missouri, 
Montana, North Carolina and North Dakota to an income tax. 

In the case of express companies the states have as a rule 
departed from the property tax system to an ('ven j2;T'eater ex- 
tent than in the preceding cases. Only a f('w stat(‘s have re- 
verted to the ad valorem system, and there frequently b(*cause 
of a constitutional defect in the particular method employed. 
For instance, Iowa started in 1868 with a tax on the personal 
property of express companies which was declared to b(‘ ('qual 
to 40% of their gross receipts. In 1870 Iowa reverted to the 
general property tax, but in 189() again imposed a gross re- 
ceipts tax at the rate of 1%, which was increased in 1898 to 2%. 
In 1900, however, this tax was ov('rturned by tlie Biipreme 
Court, and Iowa now adopbnl the ad valorem system with the 
unit rule. In Georgia also the alternative gross receipts tax. 
first levied in 1901, was abandoned in 1908 owing to a court, 
decision. In Michigan the gross n'ceipts tax was replac('d by 
the ad. valorem system in 1901 and in Wisconsin this occurred 
in 1899. Ohio levied a net receipts tax in 18()2, and changed in 
1865 to a gross receipts tax. But in 1893 the ad valorem system 
was establishwl, coiq)led, however, with a gross receipts tax at 
2%, changed in 1902 to 1%, and again raised to 2% in 1910. 

Many more states, however, hav(i on the contrary during 
recent years abandoned the older methods for tlu^ gross re- 
ceipts tax. No less than thirty states now tax express com- 
panies according to gross receipts. The rate is as follows: 
3 mills in South Carolina; 5 mills in New York; 1 to 5% in 
Pennsylvania; 1% in California and Louisiana; 1^%, in Mis- 
souri; 134% in Virginia and West Virginia; 2% in Connecti- 
cut, Florida, Nebraska, New Jersey and Ohio; 23^% in Mary- 
land, Missouri, Montana, New Jer-sey and Texas; 3% in Idaho, 
Oregon and Rhode Island; 4% in Kansas, Maine and Oklahoma; 
5% in New Mexico, Washington and Wyoming; 6% in Arizona 
and Delaware; and 8% in Minnesota. Where the high rates are 
levied, the gross receipts tax is sometimes in lieu of all taxes on 
property, as in Connecticut and Minnesota. In Kansas, Rhode 
Island and Washington, however, the corporations are taxable 
also on their tangible property. In California they are taxable 
only on their local real estate. In most of the other states they 
are subject also to the property tax, either for local purposes, 
or for both local and state purposes, as in Missouri, Ohio, 
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South Carolina and West Virginia; or on the property excluding 
the franchise, the franchise being deemed to be taxed through 
the receipts tax. In New York and Pennsylvania express 
companies are also subject to the general corporation taxes. 
In Wyoming the tax is divided in equal proportions between 
the state and the several counties in which the company op- 
erates. In Louisiana the tax seems to apply only to domestic 
companies.^ 

As compared with the states employing the gross receipts 
tax only six states utilize the mileage tax for express companies. 
Alabama levies a tax of $] per mile where iho expr(‘ss liiu^s do 
not exceed 500 miles, but th(T(Hipon imposes a flat tax arranged 
in classes, the maximum tax of $5,000 being paid when the 
mileage is over 4,000 miles. Mississippi levies a tax of $500 
plus $0 a mile in the case of first (*Jass railroad track, or $3 a 
mile in the cas(‘ of s(‘Cond or third class railroad track ^ over 
which the business is operated. North Carolina imposc^s a 
license tax ranging from $5 to $7 a mile according as the net 
earnings are less than 6% or more than 8%. Towns may impose 
a further flat license tax graded from $5 to $75 according to 
population. T(‘nn(\ss<H* ini])Oses a tax of $1,000 on all companies 
with lines less than 100 miles long, but $2,500 where the length 
is over 100 miles. In Tennt‘sse(^ they are also liable to the inspec- 
tion and supervision fee on gross receipts. W('st Virginia im- 
poses a tax of $1.50 per mile in addition to the pr()])erty tax. 
Vermont, which from 1880 to 10(11 imposed a gross earnings tax, 
levied in that year a tax at the flat. rat(^ of $8 pea* Tuik^, in lieu 
of all taxes on property. This arbitrary tax was due to the 
refusal of the companies to furnish adequate details of their 
business. In 1912 the rate was increased to $20 per mile and in 
1915 reduced to $16 per mile, at which it now stands. 

In addition to these receipts and mileage taxes we find 
sporadic instances of other methods. Thus Florida levies a 
flat tax of $7,500 per annum in lieu of all state and county 
licenses, but permits in addition city or town licenses, with 
rates from $6 to $200. In Massachus<‘tts express companies are 
subject to an excise tax, like the general corporation tax on 
corporate excess, except that the tax instead of being computed 
on the basis of capital stock alone, is computed on the basis of 

‘ See State vs. Pacific Express Co., 121 La. 151. But see State vs. Ilani- 
mond Packing Co., 110 La. 180. 

2 For an explanation of these terms cf. supra, p. 178. 
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the shares, bonds, and unfunded debt, and with the further ex- 
ception that only so much of that valuation is taken as the gross 
receipts within the state bear to the total gross receipts. In Dela- 
ware express companies pay an annual license fee of $250 in addi- 
tion to the gross receipts tax. Finally in Mississippi, Missouri, 
Montana, North Carolina and North Dakota express companies 
are subject to the public utilities or general corporate income tax. 

In some states, as in Maiyland and West Virginia, the gross 
receipts tax applies only to foreign (Companies, the domestic 
companies being subject to the general })roperty tax. As a 
matter of fact, however, the express companies are foreign 
compjmies in most of the states. 

From th(» fact that the larger express companies are generally 
unincorporated, the question has recently arisen whether they 
are liable to the corporation tax. In Vermont and Pcmnsylvania 
joint-stock companies are expressly includcxl. In New Jersey 
the tax law applies only to corporations. In New York express 
companies have been declared liable to the state corporation 
tax because the statute expressly applies to joint-stock com- 
panies; ^ but under the provisions of the revised statutes im- 
posing a tax on ‘^all monied or stock corporations,^’ which 
still governs local taxation in New York, it has been held that 
the unincorporated joint-stock express companies are not liable 
to local taxation.*-^ 

Parlor and sleeping car companies have been separately 
taxed in a smaller number of states. In some states like Georgia 
the ad valorem unit rule system is employed, whereby the 
ordinary rate of the property tax is levied on that proportion of 
the entire value of all the cars of the company which the state 
mileage over which the cars are run bears to the entire mileage. 
In fifteen commonwealths we find the gross receipts tax, in 
many of them drawing room, dining, chair and buffet cars being 
expressly designated as included in the general category. The 
rates are as follows: 3 mills in South Carolina; 5 mills in New 
York; 8 mills in Pennsylvania; 1% in Rhode Island; 1J4% in 
Delaware and Florida; 2% in New Jersey; 23^% in Maryland; 
3% in North Carolina, Oklahoma and Oregon; 5% in Minnesota 
and Texas; 534% California; 7% in Washington and 9% in 
Maine. In several of these states an additional tax on property 
is levied, as in Rhode Island and South Carolina. In Minnesota 
1117N. Y. 136. 2 133 Y 279. 
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the tax is alternative with a property tax. In Maryland an 
additional tax is levied on the capital stock of domestic com- 
panies only. In T(*xas an additional tax of c>f 1% on capital 
stock is levied on all such companies, but they are then exempt 
from all other taxes. 

As contrasted with these taxes on receipts, several states, 
principally in the South, impose so-called license fees or privilege 
taxes in addition to the property tax. In Alabama the tax is 
$8,000; in Florida it is $5,500 togetluT with a tax of $10 per mile, 
both of which are paid in addition to the gross receipts tax; 
in North Dakota the tax is at the flat rate of $100; in Tcamessee 
the tax is $3,000 in lieu of all other taxes exc(‘pt on property. 

The mileage tax is found in Mississippi, which levies a tax of 
from $2.50 to $3.50; in Virginia, Avhich levies a tax of $3.15 per 
mile together with an annual registration fee; and, as stated 
above, in Florida. Finally there may be mentioned Ohio which 
imposes a tax of 1.2% on the excess of the value of the capital 
sto(;k, as proi)ortion(Ml to Ohio, above the value of the real estate; 
and Vermont which imposes a tax of \ \'i% on the proportion of 
the capital stock investc'd or used in the state. In Montana, 
.Missouri and North Dakota* they are also liable to the corporate 
income tax; and in Tennessee to the inspection and supervision 
fee on gross re(*eipts. 

In addition to the palace and sleeping car companies tax we 
find separate mention made of other car cmnpames in seventeen 
states which impose a special tax. Alabama taxes freight or 
equipment companies 3% on gross income; Aihansas imposes 
an excise or f)rivilege tax of 5% on the gross receipts of all 
private cut (companies; C^alifornia taxes rcjfrigerator, oil, stock, 
fruit and other car-loaning companies at the rate of on 

their gross receipts; Connecticut taxes car companies 3% on 
gross receipts; Maryland taxes freight lines 2% on gross re- 
ceipts; Minnesota imposes a tax of 6% on the gross receipts 
of freight line companies, which are defined as companies 
engaged in operating box, flat, coal, ore, bank, stock, gondola, 
furniture, refrigerator or other cars over any railroad line; 
Mississippi taxes car equipment companies 3% on gross re- 
ceipts in lieu of the prop<irty tax; Montana taxes private car 
companies 5% and North Carolina 3% on gross receipts; North 
Dakota taxes freight lines and car equipment companies 6% on 
their gross receipts; Oklahoma taxes stock car, refrigerator car, 
and other private car companies, car trusts and car associa tior.s 



192 


ESSAYS IN TAXATION 


at the rate of 4% on gross receipts; Oregon taxes refrigerator cars 
3%; Rhode Island taxes car companies 1%; Texas taxes stock, 
refrigerator, fruit and other car companies 3%; Vcnnont 
imposes a tax of 2}/^% on the gross earnings of car, steamboat 
and transportation companies as an alt(^rnative to the tax 
of l\ 4 % on appraisal; Virginia taxes car companies 414%] 
Wasliington levies a tax of 7% on the gross rec^eipts of car com- 
panies in addition to a tax on their tangible property. 

Th(‘ next class of public-service corporations which are 
sometimes taxed in a special way, is composed of street rail- 
ways. These are specifically mentioned in thirteen states. 
In Tennessee they are taxed on mileage, the privik'ge tax being 
graded from $3 to $10 per mile of track according to the popula- 
tion. In th(' other states the tax is levied on gross receipts. 
The rates are as follows: 2 mills togt'ther with local licenses not 
exceeding 2% in Alabama; 3 mills in South (.arolina; 1% in 
New York and Rhode Island; 1.2% in Ohio; (after 

1921, 39r ) in C/Onnecticut and 514 % in California. In New 
York, how(^v('r, they pay in addition 3% upon the dividends 
in excess of 4%; but where the property of such a corporation 
is leased to another, the gross receipts tax is omitted. In 
Rhode Island street railways pay in addition to the 1% tax 
imposed in 1912, which is deemed to be in lieu of all taxes on 
the security holders, a so-called franchise tax imposed in 1909, 
which consists of a second tax of 1% on gross receipts, as 
well as on net earnings over 8%. Moreover, street railways 
in Rhode Island are also liable to the general property tax, 
and to any other taxes that are or may be imposed on all per- 
sons or corporations. At present this means an additional 
tax on tangible property. In three states the gross receipts tax 
is graded. In Maine the rate is graded from 1 to 4%. In 
Massachusetts the rate of the so-called commutation tax on 
street and electrics railroads varies from 1 to 3%. This tax Ls 
supplemental to the general corporation tax and also to the 
so-called additional corporate franchise tax which takes for 
the state any excess of dividends over 8% on the capital stock 
in the case of corporations that have paid an average div- 
idend of 6% since their fonnation. In Texas interurban roads 
connecting cities of 10,000 inhabitants or over pay from 
to % of 1% of gross receipts, according as the population is 
under or over 20,000. In New Jersey the rate is 2% on receipts 
up to $50,000, and 5% on the excess. They are also subject to a 
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tax at the “average rate of taxation'' of the state, ui)on their 
entire gross r(iC(‘ipts, in lieu of the tax formerly levied on theii* 
personal property. In almost all the al >ove cas(*s the tax applies 
to interurban as well as city or town street railways. Th(‘ 
street railway tax is g<'nerally n'servcnl for state purposes, 
but in some cases it is handed over in part or whole to the 
localities. In New York, e. the tax is impos(‘d on such 
proportion of gross r('C<'ij)ts as the mil('ag<‘ on the highways bears 
to the total mileage, and is distri})ut(‘d in the lof^al districts in 
proportion to the valu(‘ of taxa])l(^ proper ty of the street railways 
therein. In Wisconsin the gross receipts tax on stn^et railwa>’^ 
was r('placed by the ad valorem system in 1905. 

Another class of public-service corporations is compos(d 
of gas or electric light, heat or poiver co7)vpatnes. We find them 
specifically mentioned in fouileen states. The usual tax again 
is on gross receipts. The rates are as follows: 2 mills, together 
with local lic(ais(‘s, in Alabania; 3 mills in South Carolina (light 
and power companies); to of 1% in Texas (gas, electric 
light, power and water companies); 1% in Maryland, New 
Jersey and Oklahoma; 25/32 of 1%, together with the property 
tax, in Virginia; 1% in North Dakota, llhode Island (gas, (Jec- 
tric and power comi)anies) and West Virginia; 1.2^;^; in Ohio 
(gas, electric and natural gas companies); in Coniu'cticut ; 

in Oeorgia; and lli% in ('alifornia (transmission or sale 
of gas or electricity). In Delaware tlu^ tax is 2^5 of Vy of gross 
earnings plus 4% on dividends over 4%. In New Jersey they 
are subject to the same additional tax on gross re(*c‘ipts as that 
mentioned in the prec(;ding paragraph as a[)plic‘aljle to street 
railway companies. In New York the tax, which applic^s to gas, 
electric or steam heating, lighting and powca* companies and 
water works companies, amounts to 3^ of 1% on gross earnings 
together with a tax of 3% on dividends in excess of 4%. Such 
companies are then exempt from the general corporation tax. In 
Pennsylvania, on the other hand, similar companies are subject 
to the general corporation tax. Finally in some of the Southern 
states gas and electric companies are subject to privilege or 
license taxes. In Florida this is graded from $10 to $250, with 
50% additional for the use of meters. In Mississippi it is graded 
from $50 to $500, and in Tennessee from $50 to $700 according 
to population. In Alabama gas and electric light and pow(ir and 
water works companies are subject to local licenses of from $5 
to $100 per city or town according to population 
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There still remain a few classes of public-service corporations 
in which we find an occasional example of specific taxation. 
Among; them may be mentioned the following: 

Water companies are taxed separately in Connecticut (134% on 
gross receipts); California (1 2/10% on the franchise valuation) ; 
Florida (state licenses of from $50 to $150 and local licenses of 
from $25 to $50 according to population); Ohio (1.2% on gross 
receipts) ; Oklahoma (34 of 1% on gross rec(ai:)ts) ; North Dakota 
(3% on net income); New York (34 f>f 1% on gross receipts 
together with 3% on dividends over 4%) ; llhod(' Island (1% on 
gross receipts in addition to the property tax) ; South Carolina 
(3 mills on gross income in addition to the property tax); 
Tennessee (license tax) and Virginia (2 5/32 of 1% on gross re- 
ceipts in addition to other taxes). 

Oil pipe lineSj or as they are sometimes called simply pipe 
lines, are taxed separately in California (1.2% on franchise 
valuation); Delaware (3 5 of 1% on gross earnings); Kentucky 
(1% on the value of the oil); Maryland (2% on gross receipts): 
New Jersey (2 to 1)% on gross receipts) ; New York (34 1% on 

gross receipts together with 3% on dividends over 4%); North 
Dakota (3% on net income); Oklahoma (2% on gross r(‘ceipts); 
Ohio (4% on gross receipts); and Texas (2% on gross receipts). 

Navigation companies are taxeil in Florida (3 cents per net ton 
of registered tonnage) ; Indiana (3 cents p(‘r ton) ; Michigan (river 
improvement coyijjanies, 1% on paid up capital); Minnesota (3 
cents per ton) ; New York (}4 on gross receipts and 3% on 
dividends over 4%); South (.'arolina (3 mills on gross income). 

Steamboat conipanies are occasionally taxed separately, as in 
New York 0/^ of 1% on gross receipts in addition to the general 
corporation tax) ; Rhode Island (1% on gross receipts in addition 
to the property tax); and Virginia (13/16% on gross receipts 
in addition to the property tax. 

Terminal companies or union depot companies are taxed 
separately in Ohio (1.2% of gross receipts); Tennessee (license 
tax) and Texas (1% of gross receipts). 

Heating and cooling companies arc taxed in New York (34 of 
1% of gross earnings); and Ohio (1.2% of gross earnings). 

Messenger or messenger and signal companies are taxed sep- 
arately in New Jersey (2% of gross receipts) ; and Ohio (1.2% of 
gross receipts). 

Road companies are specifically mentioned in Michigan and 
taxed 234 % on gross earnings. 
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Foreign bridge companies are taxed in Indiana on earnings, 
but the earnings are treated as personal property and put into 
the regular tax list. 

Toll bridges and ferries are taxed in California 1.2% on their 
franchise valuation, and together with canal ditches, trainroads 
and poleroads used for transporting timber or other valuable 
articles of commerce are taxed in Alabama on their gross re- 
ceipts at the general pro[)erty tax rate. 

Cable companies arc taxed in Delaware 1% on their gross re- 
ceipts. 

Finally all public utilities are taxed 1% on their net income in 
Montana, and pay a license tax on their capital stock in West 
Virginia; while in New Jersey all corporations using or occupy- 
ing the public stn^ets or highways are siil)j('ct to the tax on gross 
receipts which is at the rate of 2% on receipts of $50,000 or 
less and 5% on all amounts in excess of $50,000; and in Tennes- 
see all pul)lic utilities are subject to the inspection and supervi- 
sion fee ranging from $50 to $5,000 according to gross receipts. 

Outside of the public-service corporations mentioned above 
we also find a special tax on building and loan associations in 
Alabama (1 i)er mill on the capital stock up to $100,000 and 
of 1 per mill on sums above that figure) ; Kentucky (2% on gross 
rempts of foreign companies); Maine ^'capital dues^^ of 34 of 
1%); and Vermont (building investment companies, 1% on 
sums loaned). 

This completes the list of the special taxes levied on particular 
classes of corporations. We thus come to the third movement, 
away from the property tax whicdi, as noted above, has been 
the introduction of a tax applicable to all corporations in gen- 
eral. In other words, we have now to deal with 

5. The General Corporation Tax 

Here again Pennsylvania took the h^ad, for in that state the 
tax is far older than might be imagined from its recent intro- 
duction into other commonwealths. We have already seen 
that in 1824 Pennsylvania imposed a tax on the net dividends 
of banks. In 1836 the tax was extended to iron companies, 
at the rate of eight per cent on all dividends exceeding six pi r 
cent. In this provision can be found the germ of the later laws. 
The first general corporation tax, imposed in 1840, provided 
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that “banks and all corporations whatever which declared a 
dividend of one per cent should pay “in addition to all present 
. taxes” one-half mill for each dollar of the dividend or profit, 
and an additional one-half mill for every additional one per 
cent of dividend. In 1844, however, an act was passed which 
sketched in broad outline the path of future development. 
Accordinp: to this law all domestic corporations which made 
or declared a dividend or profit of at least six per cent paid 
a tax on capital stock of one-half mill for each one per cent of 
dividend; but if the dividend was less than six per cent, the 
tax was three mills on the dollar. This law continued until 
the act of 1859 provided that the three mills tax should be paid 
only if no dividend was declared; but that in case of any divi- 
dend (not, as before, a six per cent dividend) the tax should be 
one-half mill on the capital stock for each one per cent of divi- 
dend. In 1864 it was provided that corporations not paying 
to the state a tax upon dividends should pay three per cent on 
net earnings. The consolidated act of 1868 excepted from the 
general corporation tax only banks, savings institutions and 
foreign insurance companies (all of which were separately 
taxed), but imposed a tax of three per cent on the net earnings 
or income of all corporations, except those liable to the ton- 
nage tax, i.c, the transportation companies. 

The important feature of this law, however, was that the 
capital stock tax was now made applicable to all companies 
incorporated or doing business in the state, f.e. to foreign as 
well as to domestic corporations. Only from 1868, therefore, 
was the Pennsylvania tax a general corporation tax. The 
general law of 1874 made no change except in respect to trans- 
portation companies as mentioned above, and with the further 
exception that coal companies were to pay a franchise tax of 
three cents per ton transported. In 1879 the line of division 
in the tax was again drawn at dividends of six per cent — that 
is, the principle of the law of 1859 was abandoned and that of 
1844 reinstated. Limited partnerships, except those organized 
for manufacturing or mercantile purposes, were put on the 
same footing as corporations; and the tonnage tax on coal 
companies was limited to 1881, after which it was to cease. 
Manufacturing corporations with certain exceptions were 
exempted from taxation for state purposes, and a loan tax of 
four per cent was imposed, applicable also to the bonds of 
corporations. In 1885 the latter was reduced to three per 
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cent. In 1889 the rate of the capital stock tax was fixed at one- 
half mill for each one per cent of dividend, if dividends amounted 
to six per cent, and at three mills wlien dividends were less 
than six per cent. Finally, in 1891 this plan was abandoned 
and the amendments adopted which, as still further altered in 
1893, are now in force. 

Under the law as it now stands in Pennsylvania, the ^Hax on 
corporation stock applies to all corporations, joint-stock 
associations and limited partnerships doing business in th 
state or having any portion of their capital invested therein, 
except banks and savings institutions, foreign insurance com- 
panies, building and loan associfitions and manufacturing com- 
panies to the extent of the capital stock invested in, and actually 
and exclusively employed in carrying on manufacturing within, 
the state. Corporations engaged in tlu^ brewing or distilling 
of malt or spirituous liquors, and such as enjoy and exercise 
the right of eminent domain, an' not included in this exception. 
Bourse companies are exempt as to a certain proportion of 
their capital stock. Banks and insurance companies, how- 
ever, are, as we know, taxed separately, while building and loan 
associations pay on their matured stock a tax equal to the 
state tax on moneys at interest, and distilling companies pay 
a separate tax on capital stock at the rate of one per cent. 
The rate of the general capital stock tax is now uniform — 
namely, five mills on each dollar of the actual value of the whole 
capital stock of all kinds. This value, ascertained by appraise- 
ment, must not be less than the average price for which the 
stock has been sold during the year, nor less than the value 
indicated by the net earnings or by the profit in dividends or 
by what has been carried to the surplus or sinking fund. If 
any profit has been added to the sinking fund, it is treated as 
if it had been devoted to dividends, unless it is set apart ex- 
pressly for the payment of debts. In the case of fire and 
marine insurance companies the rate is three mills on each 
dollar of capital stock. 

In addition to this tax on corporation stock, there is a tax 
of three per cent on the net earnings of unincorporated banks 
and all corporations except those liable to the previous tax 
or to the tax on gross receipts. The only corporations which 
would be liable under this provision are banks and manufac- 
turing corporations; but the latter, with the exceptions just 
noted as liable to the tax on corporation stock, are now ex- 
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pressly exempt from all taxation; and the former, by electing 
to pay ten mills on the par value of their capital stock, secure 
exemption from all other taxation except on their real estate. 
Thus the net earnings tax does not apply to corporations at all. 
It is levied chiefly on unincorporated savings banks and on 
trust companies without capital stock. If the banks do not 
elect this ten mills tax, the market value of the stock is assessed 
to the stockholders and taxed four mills, and the banks are 
further subject to local taxation. It has already been noted 
above in the proper connc‘ction that transportation, trans- 
mission, electric light and insurance companies pay a tax on 
gross receipts or premiums in addition to the general corpora- 
tion tax. 

In addition to the tax on capital stock, Pennsylvania im- 
poses a ^‘tax on loans, which exacts four mills on the dollar 
of all interest paid on any scrip, bond or certificate of indebted- 
ness issued by any private corporation, and on all public loans 
(except those of Pennsylvania and of the United States). The 
tax was first imposed in 18G4 in the shape of a tax on the loans 
themselves. In 1868 this was altered, so far as corporate loans 
are concerned, to a tax of 5% on the interest paid. In 1873 
the law was modified and in 1874 the tax was abolished. In 
1879, however, it was restored in the shape of a tax on the 
corporation. But this law, like its successor of 1881, was de- 
clared unconstitutional; and it was not until 1885 that the 
tax was re-established at the rate of three mills on the dollar, 
changed in 1891 to four mills, at which it now stands. This 
tax must not be confuscKi with the tax on loans or mortgages 
in the hands of corporations, which is a part of the general 
state tax on personal property. For it has been held that 
corporations and associations liable to the capital stock tax 
shall not be requircxl to pay any further tax on mortgages, 
bonds or other securities belonging to them, and which con- 
stitute any part of their assets included within the appraised 
value of their capital stock. But if they hold these bonds in 
a fiduciary capacity, they are liable. On the other hand, the 
tax on the loans made by corporations, i.e. on corporate obli- 
gations, has been upheld as a proper exercise of the legislative 
authority and as not in conflict with any provision of the fed- 
eral constitution. It is deemed to be in effect a tax on the bond- 
holder, not on the corporation, although the corporation is 
required to advance the tax and to deduct it from the interests 
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The treasurers of corporations, therefore, pay the lax on all 
their bonds or obligations unless affirmative proof is offered 
that the owners reside out of the state, and then deduct the 
tax from the interest due. The tax is, however, not payable 
on bonds owikhI by non-residents. If the bonds are sold ^Tree 
of tax,” that is, without recourse to the bondholder, the right 
of the state to collect from the corporation is no wise affected. 

Certain classes of loans have been declared non-taxable, 
either by special enactment or by judicial construction. These 
are as follows: 

(1) Ol^ligations held in their own right by corporations paying 
the capital stock tax; for such obligations enter into the value 
of the capital stock which is taxed; (2) ol)ligations held, or notes 
discounted or negotiated, by trust companies, national, state 
and savings banks; (3) o})ligations held by non-n^sidents in their 
own right, and by persons whose residcaice is unknown; (4) 
obligations held by institutions organized for purely charitable 
or religious purposes; (5) obligations of their members held and 
owned by building and loan associations; (0) obligations on 
which no interest has been paid or earned during the tax year, 
from which the tax could have been deducted. 

This general cori)oration tax, it is important to note, is in 
lieu of all local taxation on personalt 3 ^ In Pennsylvania, there- 
fore, corporations subject to th(^ capital stock tax are, with some 
exceptions noted below, locally taxable oiil^^ on rc^al estate; 
while public-service corporations, w4nch are subject to the 
gross earnings tax, are not taxable locally even on their real 
estate. 

The law of 1885 exem[)ted manufacturing corporations 
(with certain exceptions) from all taxation for state purposes; 
but it was held that only that part of the capital of a manu- 
facturing company which was invested in the plant actually 
necessary for the manufacture of its products could be exempted, 
and that the capital of such companies invested in mines for 
the production of coal to be used in the process of manufac- 
turing, or any other capital similarly invested, was taxable. 
The laws of 1889 and 1891, however, provide for the exemption 
of those companies only which are organized exclusively for 
manufacturing purposes, and the law of 1893 specifically limits 
the exemption to that part of the stock wdiich is exclusively 
employed in carrying on manufacturing within the state. 
If the capital is invested in property which it is merely con- 
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venicnt to use in connection with manufacturing operations, 
it is not exempt.^ Manufacturing companies are held to be 
limit(‘d to those that j)roduce material substances. Laundry 
companies and steam heat companies, e.g. arc not considered 
manufacturing companies. In the case, however, of the tax on 
loans, since, as we have just seen, it is held to be not upon the 
corporation but upon the moneys of the bondholder, manufac- 
turing corporations are liable equally with others. 

In New York the general corporation tax came later; for not 
until 1880 was a law passed which was based on the Penn- 
sylvania act. This act levied a tax on the par value of the 
capital stock as fixed by the state board, making the rate mills 
on the dollar if the dividends were less than six per cent or if there 
w(Te no dividends at all, and % mill for each 1% of dividends if 
the dividends were 6% or more. The law has been repeatedly 
amended in important details, especially by the laws of 1885, 
1889, 1890, 1896, 1901, 1906 and 1910; but the main outlines 
remained unaltered. Among the more important recent changes 
are the following: In 1896 only that part of the capital employed 
within the state was declared taxable, although the practice 
had been to that effect for some time. In 1901 manufacturing 
companies, which had hitherto been exempt only when their 
capital had been exclusively and wholly engaged in manufac- 
turing within the state were declared exempt if 40% of their 
capital was so invested. In 1906 several alterations were made. 
The rates w^ere now further differentiated according to the 
amount of business and the character of the enterprise, so that 
they were fixed at 34^, or 13 ^ per mill, respectively, as will 
be explained below. The other important change affected 
foreign corporations which invest their capital in the stock of 
another corporation doing business in the state. These foreign 
companies had not been considered engaged in business in the 
state. In 1906 they were made taxable by the provision that 
the capital of a corporation invested in the stock of another 
corporation should be deemed to be assets located where the 
property represented by the stock is located. This of course 
also changed the reverse rule according to which a domestic 
corporation whose capital was invested in the stock of a foreign 
corporation had been taxable, but was now exempt. 

The tax, known as the corporation or franchise tax or the 

^ For a discussion of these points see Eastman, The Law of Taxation in 
Pennsylvania^ liKM), p. 671 et seq. 
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capital stock tax, applied to all corporations except the follow- 
ing: banks, trust companies and savings institutions; insurance, 
title guaranty and surety companies; elevated railroads and sur- 
face railroads not operated by steam; water, light, heat and 
power companies; agricultural and horticultural associations; 
and manufacturing, mining and laund(‘ring companies, to the 
extent only of the capital actually (employed in manufacturing, 
mining or laundering, provided that at least 40% of the cai)ital 
was invested in the state and used by thc^ni in manufiicturing, 
mining or laundering. All of Uk'sc exempt corporations, how- 
ever, except th(‘ two last cat(‘gori('S (agricailtural and manufac- 
turing) were reached by separate specific taxes, as we have 
learned above. 

The tax is assessed according to the capital stock. Originally 
the rate was just one-half of that of the original Pennsylvania 
prototype. At present, how^ever, the rate of tax is determined 
according to very complicated rules. In reality there are in 
New York no less than six different classes, although the rather 
confused law does not clearly differentiate them. They are as 
follows: 

1. Corporations paying dividends of six per cent or more 
are subject to a tax of of a mill for each 1% of dividends, 
the tax to be computed on the par value of the capital stock. 
This it will be observed is equivalent to an income tax of 21^2%- 

2. If the corporation pays no dividends, the rate is of a 
mill, the tax being computed on the appraised value of the is- 
sued capital stock employed within the state. ^ The measure of 
the amount of capital stock employed within the state is de- 
clared to be such a portion of the issued capital stock as the 
gross assets employed in any business ^vithin the state bear to 
the gross assets wherever employed in busiiuvss. For purposes 
of taxation the capital of a corporation invested in the stock of 
another corporation is deemed to be assets locat(‘d where the 
physical property represented by such stock is located. 

3. Corporations paying less than 6% dividends, whose lia- 
bilities equal or exceed their assets (i.e. wdiich are insolvent), 
or the average selling price of whose stock has been below^ par 
during the year, are subject to a tax of M of a mill, computed 
on the appraised value of the stock employed within the state. 

4. Corporations paying less than 6% dividends whose assets 
exceed their liabilities by an amount equal to, or greater than, 

i See 198 N. Y., 246. 
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their capital stock, or the market price of whose stock equals 
or exceeds par, pay l ]/2 mills on the capital stock employed 
within the state; and it is further provided that in this case 
the value of the capital stock shall not be less than par, or less 
than the difference between the assets and the liabilities, or 
(if the stock was sold) not less than th(' avcn^age market price 
at which the stock was sold. Whichever of such valuations 
is the high(\si is to be taken as the value of the stock, on which 
the tax is computed. 

5. All other corporations, that is, cori)orations paying divi- 
dends of less than 6% and whose assets (‘xceed their liabilities, 
but not by an amount equal to, or greater than, the capital 
stock, and whose stock has no market pricey pay a tax of not less 
than \}/2 mills on the value of the capital employed wdthin the 
state, or I V 2 mills on the average market price of the stock. 

6. Corporations having two or more kinds of capital stock 
upon which the rat(‘s of dividends vary pay a tax on each kind 
of stock according to the respective class in which they fall, as 
explained in the pn'ceding five categories. 

Corporations subject to the capital stock tax are exempted 
from all state taxation on their pc^rsonal property; but they 
are liable to local taxation on th(‘ir wiiole property, both real and 
personal, according to the primitive methods. 

In 1917 the entire system of franchise taxes was changed by 
making business corporations subject to a tax of 3% (increased 
in 1919 to 4J/2%) their income. The only exceptions were 
holding and real estate corporations as well as the public utilities 
and the financial companies subject to special taxes. In com- 
pensation for the income tax business corporations were freed 
from the local tax on personal projierty or on capital stock. The 
result of this new law is that the old corporate franchise tax is 
now applicable only to f)ublic utilities. 

In Massachusetts, the general corporation tax dates from 
1864. In 1863 indeed, a law was enacted y^hich taxed dividends 
paid by corporations to non-resident stockholders; but this 
was pronounced unconstitutional, and was replaced by the 
law of the following year. This was an extension to corpo- 
rations in general of the law of 1832, which as we remember ^ 
was applied to manufacturing corporations only. The tax 
was levied on all corporations except banks and mining com- 


^ Supra, p. 147. 
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panics. Banks were separately taxed as has been (explained 
above. Domestic mining; companies were also separately 
taxed by a law of 1804 at 7” 12 of 1% on the valuci of the cap- 
ital stock; and in the followin^^ year foreign companies were 
taxed at the rate of 1-20 of 1% (reduced in 1883 to 1-40 of 1%). 
In 1879 corporations engaged in building railroads and tele- 
graphs in foreign countries were also excepted, but were then 
taxed by a special law at the rate of 1-20 of 1% on the par value 
of the capital stock, together with 4% on dividends. The gen- 
eral law applied only to domestic compani(*s, and this has con- 
tinued to be the case with a few exceptions. In 1865 foreign 
telegrapli companies w(Te irududed; in 1885, foreign tele[)hone 
companies; in 1898 fonagii strecd. railways; and in 1906 foreign 
railroads. 

The act of 1864 laid down the general principle which is 
still follow('d to-day. Th(‘ basis of the tax was the market 
value of the capital stock aft('r deducting the value of the real 
estate and machinery, if any, which were locally taxable. 
The tax commissioner, on the basis of returns mad(^ by the 
corporations, was to estimah^ the fair cash value of tlu^ si i ares 
constituting the capital stock. This was to be n^garded as the 
true value of the corporal (‘ franchise. The (‘xcess of this value 
over that of the (corporate property locally taxed was termed 
the corporate excess, and on this (^xcr^ss the tax was assessed. 
In 1864 the rate was 1.6% — the average ratc^ of the general 
property tax at that time. In 1865 the rate was made to fluc- 
tuate with the av(Tage rate on propcaiy in general from year 
to year. The tax was paid to the state treasui’ci , and was by 
him distributed to the localities in accoi’dance with the I'esi- 
dence of the shareholders, to be offset against the sums due to 
the state from the localiti(\s for the proirerty tax and the 
bank tax. The state, however, retained the amount of the 
tax corresponding to the value of the shares held by non- 
residents. 

Thus remained the system without any changes of impor- 
tance for over three decades, with two exceptions. In J865 a 
law was passed providing that in the case of railroads and tele- 
graph companies only that proportion of the capit al stock should 
be taken that corresponded to the Massachusetts proportion of 
the total mileage. In 1885 the law was extended to foreign 
telephone companies, but with the criterion of the number of 
instruments used. Toward the end of the century, however, 
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the jijrowing importance of the street and electric railways 
brought about a demand for a heavier tax, and for an increased 
revenue to the localities. Both of these objects were accom- 
plished in 1898. The distribution of the corporate excess to 
the locality's was changed from the basis of the residence of 
the stockholder to that of the location of the line. Furthermore 
an additional franchise tax was imposed on street railways, 
amounting to the entire excess of dividends over 8%, provided 
the corporation had paid an average dividend of 6% since its 
formation. In 1906 electric roads, constructed partly on private 
property, partly on public highways, were made taxable like 
street railways, with the exception that only so much of the 
proceeds as corresponded to the length of track on public high- 
ways was to be distributed to the localities, the remainder being 
distributed like the ordinary tax on corporate excess. 

A few years later there developed considerable dissatisfaction 
with the taxation of domestic business corporations, as distin- 
guished from the public-service and the financial corporations. 
Domestic business con^orations were taxed more severely than 
their foreign competitors, that is, foreign corporations doing 
business in the state, as well as similar corporations in the 
neighboring states. As to the latter we have learned that in 
New York and Pennsylvania manufacturing corporations were 
in large measure exempt; and in the other New England states 
thc're was no effective tax at ail on such corporations. As to 
foreign corporations doing business in Massachusetts, these 
were liable only for their tangible property, taxed locally. The 
shares were indeed taxable to the shareholder if discovered; but 
this was an eventuality that almost never happened. This 
discrimination against domestic companies was removed by 
the law of 1903. Henceforth there were to be deducted from 
the value of the stock of ordinary business corporations: (1) 
the value of the real estate and machinery, whether located 
in or out of the state; (2) all other tangible property located 
out of the state and liable to taxation, whether taxed or not; 
and (3) securities which were exempt in the hands of a citizen 
of Massachusetts {i. e., stocks of state corporations and of other 
corporations taxed in the state on their franchises, mortgages 
or bonds exempt from taxation). The minimum tax was one 
corresponding to one-tenth of one per cent of the market value 
of the stock. The maximum limit was reached by taking one 
hundred and twenty per cent of the valuation of the real 
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estate, machinery, tangible property and securities taxable to 
residents of Massachusetts and deducting the value of all prop- 
erty liable to taxation. 

A second change made by another law of the same year was 
the imposition on foreign corporations of a slight excise tax, 
at the rate of 1-100 of 1% of the par value of the capital stock, 
with a deduction for taxes locally paid, and with a maximum 
limit of $2,000. 

During all these years the rate of the corporate-excess tax 
had been reached by dividing the taxes on property, exclusive 
of polls levied in that year, into th(‘ total valuation of property 
in the state for the preceding year. In 1906 the rule was 
changed for all corporations except street and electric railways, 
so that in future the rate was made the average for three years. 
In 1909 this new rule was made uniform on all corporations, 
without exception. 

During the first decade of the new century another difficulty 
presented itself. The distribution of the proceeds had led to 
much dissatisfaction on the part of places where the business 
enterprises were located; for the revenues went not to these 
localities, but to the places where the sto(‘kholders happened to 
reside. As the result of a long agitation the law was (;hanged 
in 1910 so that in the case of ordinary ])usiness corporations, 
while the state still retained that part of tlie tax paid on account 
of the shares owned by non-residents, the remainder was dis- 
tributed to the city or town where the business was ('arried on; 
and if the business was carried on in more than one city or town, 
the remainder was then distributed in proportion to the value 
of the tangible propertj^ of the corporation in each city or town. 
If, however, the business was not carried on in the state and if 
the corporation did not own any tangible pro})erty in the state 
other than ordinary office furniture, the tax was retained by the 
state. 

The corporate excess tax on business corporations was again 
altered in 1919, being applied now to foreign business corpora- 
tions as well. Some changes were made in the items dcKlu(*i(Hl 
from the value of the capital stock, and the tax became a flat 
tax of $5 per thousand. Finally in addition to this corporate 
excess tax all corporations were subjected to an income tax of 
two and a half per cent, with complicated provisions as to 
allocation. 

The Massachusetts system of taxing the corporate excess 
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at present may therefore may be summed up as follows. Cor- 
porations are dividc'd into four classes: ordinary commercial 
and manufaeturinj^- companies; street railroads; other public- 
service corporations; and financial corporations. 

(1) Ordinaiy business companies may deduct from the ap- 
praised value of the capital stock: (a) the value of the equity, 
('xclusive of any mortg:ag{^, of th(^ real estate and machinery 
locally taxtnl within the state; (b) the valm^ of th(‘ property, 
over and above any mort.p:aj 2 :e, situat('d in another state or 
country; (c) the value of securities, the income of wliicti if 
own(‘d hy a natural p(Tson r(\^id(‘nt in Massachusetts would not 
he taxable; and (d) a proportionate share of tire accounts and 
bills !(M*eiva])le. Tin' tax is distributed to tin' locaJitit's in ac- 
cordance' with the ratio of the tangible' j)rop('rty in the town or 
towns wlu're the' l)iisine\ss is carrie'el on, e'xc('])t that the state 
retains that })art of the tax paiei on account of shares e.)wned by 
non-residents. 

(2) Street railways may deehict from the value of the capital 
stock: (a) the value e)f the real C'state and mae;hinery taxable 
locally, and (b) tin? value of so much of tlie capital stock as is 
proportional to the line' e)utside of the state. The proceeds 
are then distri])uted to the localities in accordance with relative 
trackage, the state retaining practically nothing. In the case 
of electric roads only so much as corresponds to trackage on 
public highways is so distril)ut(‘d. 

(3) Other public-service corporations in general, are allowed 
the same deductions as strec't railways, but the proceeds are dis- 
tributed according to the residence of the stockholders. In 
the case of domestic telephone companies, however, instead of 
deducting so much of the stock as is proportional to mileage 
outside of the state, the law prescribes a deduction of so much 
of the stock as is owned ])y the companies in other corpora- 
tions, w^hen the tax is paid. In the case of foreign telephone 
companies, in lieu of this there is deducted so much of the 
capital stock as is proportionate to the number of telephones 
used or controlled outside of the state. 

(4) Financial corporations subject to the law include only 
trust companies and stock insurance companies. For banks, 
savings banks and mutual insurance companies are, as we know, 
taxable under different laws. Financial corporations pay the 
excise tax on all personal property held in trust. But as they are 
permitted to deduct the value of real estate and as mortgages 



THE TAXATION OF CORPORATIONS 


207 


are in Massachusetts considered an interest in real estate,^ 
they may deduct all their loans on real estate and thus vir- 
tually escape taxation on this account. They ar(‘, however, 
further taxable on their deposits ((‘xcef)t demand dc^posits) 
at a rate equal to three-quarters of the rate on the corporate 
excess. This means virtually a rate of about 1% on deposits,— 
double that on savings banks. 

The Massachusetts syst(*m is therefore a complicated, but 
effective oiie.^ The chief criticism to be urged— namely, the 
failure to take account of corj)orat(' bonds in estimating the 
value of the capital — is somewhat alt(aiuat(Ml by the fa(*t that 
in Massachusetts, to a far greater extent than anywh(?re else, 
railroads as well as other corporations have bec*n created on the 
proceeds of share capital alone. The oIIkt criticism, however, 
that the tax applies only to domestic companitis has been re- 
moved by the law of 1919. 

The corporate-excess mc'thod of taxation has recently been 
extended to (kilifornia, but with improvtanents. In Califor- 
nia the law of 1910, which as we know was designed to bring 
about a separation of state and lo(‘ai revenu(‘s, divided corpora- 
tions into two classes — j)ublic-service and other corporations. 
All public-service corporations ((‘xcc'pt water companies) are 
taxed on the basis of gross recei])ts, according to the rates 

‘ CJ. supra, p. 101. 

2 Among th(‘ inon^ important literature of the subject we may mention: 
James R. Carrot t, “Taxation of Franchises in IVIassachusotts ’’ in Munici- 
pal Affairs, vol. iv., p. oOti; F. A, Wood, “The Massachc setts Franchise 
Tax and Local Distrii)Ution,'’ ibid., p. 124; J. P. ProctcT, Additional Bur- 
dens upon Street Railway Comjmnies, Boston, 1891 ; Whitney and Cummings, 
Additional Burdens upon Street Railway Companies, Boston, 1891; E. W. 
Burdett, Argument for the Massachusetts Street Railwo}/ Associafim , Boston, 
1893; S. J. Elder, Special Taxation for the Use of the Streets, Boston, 1897; 
F. A. North, Business Corporations in Massaehusetts, Boston, 1903; H. 
Winn, The Corporation E.reinptions of 1003, Boston, 1905; A. E. Pillsbury, 
Argument for the Association of Massachusetts Gas Companies, Boston, 1903; 
J. M. Hallow(‘ll, The Corporation Franchise Tax, Boston, 1904; G. ('lalkins, 
*^The Massachusetts Business Corporation Law,” in Ripley’s 7'rusts, Pools 
and Corporations, 1907; J. INI. Hallowell, 7'he Taxation of Domestic Manufac- 
turing Corporations in Massachusetts, 1908; C. A. Andrews, “Taxation of 
Corporate Franchises in Massachusetts,” in the Yale Renew, Feb., 1911, 
p. 353 et scg.; The New Massachusetts Busmess Corporation Excise Tax. 
Pub. by the First National Bank of Boston, 1919. Cf. the book by Fried- 
man and the article by Bullock mentionetl supra on pp. 142 and 143. Much 
material will also be found in the numerous ()fficial reports on taxation. 

3 Cf. infra, chap. xi. 
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mentioned in the preceding section, and the taxes are expressly 
declared to be taxes upon the prop('rty and the franchise. All 
other corporations, including mercantile, manufacturing and 
mining companies (except insurance companies and banks which 
are separately taxed) pay a state tax on the so-called fran- 
chise. This is however virtually a tax on the corporate ex- 
cess. For the value of the franchise is held to be the aggregate 
value of the stock and bonds less the value of the tangible 
property locally taxable. On this franchise, so determined 
a rate of 1% is imposed. 

In this new system several points are to be noticed. In the 
first place, the definition of the franchise includes all the three 
varieties of franchises, which we shall discuss later.^ In the 
second place, a peculiar provision is inserted into the law, 
requiring in the case of ordinary corporations the deduction 
of the value of the good will in estimating the value of the 
franchise. Thirdly, bonds as well as stock are considered in 
ascertaining the value of the franchise. Fourthly, in the case 
of public-service corporations the tax on gross receipts is in 
lieu of all other taxes except the local tax on real estate, the 
state corporation license tax and such municipal charges as 
may be imposed for any special privilege or franchise. Fifthly, 
in the case of other corporations in general the only difference 
theoretically is that the franchise is determined and taxed !)y 
the state instead of by the locality, the remainder of the prop- 
erty still being subject to local taxation. Practically, however, 
it means that the tax is now really assessed, whereas formerly 
it was apt to be left in abeyance. It may also be mentioned 
that, evidently by some oversight, in addition to the franchise 
tax there is still left in California the old annual license tax of 
$20 on all corporations. 

In New Jersey, the tax on “miscellaneous corporations” 
dates from 1884, and is described as a “license for the corporate 
franchise.” As amended in 1892, it applies to all corporations 
except railroads and canals (both of which are taxed separately), 
banks, cemeteries, religious, charitable or educational associa- 
tions, and manufacturing or mining companies at least fifty 
per cent of whose outstanding capital is invested in business 
in the state. If the latter have Icvss than fifty per cent of their 
capital so invested, they pay the tax on capital stock mentioned 


^ Cf. infraj chap, vii, sec. i. 
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below, but may deduct the assessed value of the property so 
used in manufacture or mining. Telegraph, telephone, ca])le, 
express, parlor car, gas, electric light, insurance, oil and pipe- 
line companies, as we have seen above, are taxed under tliis 
law in a special manner, ix, on receipts, premiums and dividends. 
All other companies included under the head “miscellaneous 
corporations,^^ pay a yearly “license fee^^ or “franchise tax” 
of one-tenth of one per cent on the capital stock issued and 
outstanding up to three million dollars; one-twentieth of one 
per cent on the capital between three and five millions; and 
fifty dollars additional for each one million dollars capital in 
excess of five millions. This tax applies, except in the case of 
insurance companies, only to domestic corporations. But it is 
to be borne in mind that railroad companies are not included 
in this tax on miscellaneous corporations. 

In Rhode Island corporations WTre not separately taxed 
until 1912. The new law also makes a distinction betw^een 
public-service and other corporations. Public-service corpora- 
tions are taxed on gross receipts, as explained in the previous 
section; but the system differs from that of California in that 
the rate is low and in that not only real estate but also the tan- 
gible personalty continues to be liabk* for taxation to the general 
property tax. The gross earnings tax therefore simply takes 
the place of the tax on intangible personalty. Other corpora- 
tions — i.e. manufacturing, mercantile and miscellaneous cor- 
porations, wherever incorporated — pay a tax at the low rate of 
4 mills on the dollar on the corporate excess, which is deter- 
mined as follows: The value of all bonds and of all other in- 
debtedness is added to the value of the stock. In the case of 
corporations doing a business outside of the state, only a por- 
tion of the value of the stock is taken: where they derive their 
profit chiefly from the sale or use of real estate or tangible 
personalty, the proportion taken is the ratio of the value of 
such property in the state to the value of all such property in 
and out of the state; if, on the other hand, the profits are de- 
rived chiefly from the holding or sale of intangible property, 
the criterion is the relative proportion of gross receipts in the 
state to total gross receipts. In any other case in which, as 
the law reads, “these proportions are not equitably applicable” 
the officials are to take “such proportion as is equitable.” 
From the total value of stock and debts thus ascertained is 
deducted the assessed value of the realty and tangible person- 
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alty located in the state. The remainder is pronounced to be 
the value of the corporate excess. 

To these six states with general corporation taxes — Pennsyl- 
vania, New York, Massachusetts, California, New Jersey and 
Rhode Island — there might be added Maryland. In Maryland, 
the ^‘tax on incorporated institutions^^ dates from 1841, when 
all domestic corporations were required to i)ay on the stock 
owned by non-rc^sidonts (and after 1842 by residents), the state 
property tax. The county tax was still collected from the share- 
holder. In 1878 the present method was introduced, and the 
office of tax commissioiKU* ci-eated. Th(' tax is levied on the 
capital stock, or, if there be none, on the property and assets of 
all corpoi’ations, except stc^ani railroads and savings institu- 
tions, both of which are taxed se})arat('ly. Deductions are 
made from this valuation for the real property, for the (*apital 
invested in taxable property, for the non-taxable securities held 
and, in the case of building associations, for mortgages on 
taxable pror)erty. The cor{)orations pay on only so much of the 
stock as is owned l)y residcaits. They were also rc'quired to pay, 
under a law of 1817, a locally assessed tax on bonds owned by 
residents. In 1890, how(wer, bonds w('r(' made taxable to the 
owners at a rate of 3 mills, in addition to the general state rat(*. 
The corpoiation taxes in Marjdand, ther(4ore, now have only a 
very limited scope. 

An interesting rc'cent development is the adoption of corporate 
income taxes now (1921) found in ten states. Wisconsin led 
the wa}" in 1911 by a 2%-6% tax, as a part of the general in- 
come tax. Conn(‘cticut followed in 1915 with a 2% tax on 
business corporations. In neither of these cases were public 
utilities included. Virginia had for a few years subsequent to 
1843 a tax on dividends. During the Civil War, again, a tax 
was imj)Osed on the capital of steamboat companies and ^‘com- 
panies of a similar character.^’ In 1916, how^ever, the old per- 
sonal income tax w^as extended to corporations (excepting public 
utilities) at the rate of 1% and in 1919 the rate was graduated 
from 1 to 2%. Alabama had for a short time after 1866 a tax 
on dividends. There was formerly also a tax on the incomes of 
corporation; but this was abolished in 1884. In 1919, howwer, 
a general income tax law’ was enacted, applicable to corpora- 
tions as well as iiulividuals, but in 1920 the law was declared un- 
constitutional. The corporate income taxes first levied by New 
York in 1917 and Massachusetts in 1919 have been mentioned 



THE TAXATION OF CORPORATIONS 


211 


above. In neither ease were public utilities included; although 
Massachusetts has now for three successive years (1919-1921) 
included public utilities by a special law from year to year. All 
corporations were included in the general income tax by Mis- 
souri in 1917 at of 1% (increased in 1919 to 13^^%) and by 
North Dakota in 1919 at 3% ; and in the same y^^ar Montana 
subjected all corporations to a “ license fe(3 ’’of 1 % on net income. 
Finally in 1921, the income tax of Mississippi, levied on indi- 
viduals in 1912 at the rate of Yz 1% was declared by the 
courts applicabk' to all corporations; and North Carolina in 
1921, imposed a tax of 3% on the net income of all corpora- 
tions doing business in the state. On the other hand the 
gema’al income tax of New Mexico of 1919 was repealed in 1920, 
and the sjx'cial excise tax on public utilities of West Virginia of 
1920 was al)andone(l in 1921. 

In addition to these fourteen — or including Maryland fifteen 
— states with a general coi’poration tax on either capital or in- 
come we find many commonwealths which impose a slight tax, 
almost in the nature of fees. In a certain sense lh(\se may also 
be called general corporation taxes. They’ diff('r, however, 
from the corporation taxes hitherto discussed in three respects. 
In the first place, they are in almost (‘very case not substitutes 
for, but supplenuaital to, the general property tax. Secondly, 
with one or two exceptions, the charge is fixed or graduated at 
specific sums instead of being a perccaitage tax. In the third 
pla(‘e, the amount is so insignificant as scarc(?ly to warrant the 
name of tax. In some cases the charge is even known as a fee, 
although the appellations are very varied. In ten states — 
Alabama, Arkansas, California, Colorado, Gc'orgia, Kentucky, 
Oregon, Utah, V(‘rmont and West Virginia — it is called a license 
or annual license tax. In ten states — Delaware, Kentucky, 
Maine, Michigan, Missouri, North Carolina, Ohio, Texas, 
Virginia and Washington — it is calk'd a franchise tax. In 
Nebraska it is called an annual occupation fee. In Oklahoma 
it is called a ‘Ticense tax or license fee.” In Kentucky there 
is both a license tax and a franchise tax, the foruH'r being im- 
posed on all corporations, the latter being payable in addition 
by public utilities. In California, as we noted above, the license 
tax is payable in addition to the new general franchise tax. In 
most of the above states the license tax is supplemental to the 
ordinary property tax; and in several of these states, as we 
learned in the last section, there are additional taxes on certain 
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classes of corporations. The character and rate of these license, 
or so-called franchise, taxes are as follows: 

In Alabama the “license tax,’' imposed on all corporations, 
domestic and foreign, as a part of the general privilege tax 
system, varies from $10 if the capital is under $10,000 to $500 
if the capital is over one million dollars. In Arkansas the 
“franchise tax” is at the rate of 1-20 of 1% upon the proportion 
of the subscrii:>ed or issucnl and outstanding capital stock em- 
ployed within the state. In California the “license tax” is at 
the flat rate of $20. In Colorado the “license tax” on domestic 
corporations is 2 cents for each $1,000 if the capital is $25,000 
or over. In the (;ase of foreign corporations the tax is imposed 
on only so much of the capital stock as is employed within the 
state. In Delaware, where as we know public-service corpora- 
tions as well as insurance companies and banks are separately 
taxed, all other corporations, i, c., all manufacturing, mining, 
mercantile and miscellaneous corporations with less than 50% 
of capital invest(‘d in business carried on in the state, or whose 
capital is invested wholly without the state, arc subject to an 
“annual franchise tax” on capital stock, ranging from $5, where 
the capital is under $25,000, to $50 where it is a million dollars, 
with an additional $25 for every succeeding million dollars. 
In Georgia tlie “annual license tax” is graded from $5 to $100. 
In Kentucky the “license tax” is 30 cents on each $1,000 of 
capital. In Maine the “annual franchise tax” is graded from 
$5 to $50 where th(^ capital exceeds a million dollars, with $25 
additional for each succeeding million dollars. In Michigan 
it is fixed at 3}-^ mills on (^ach dollar of paid up capital and sur- 
plus, the minimum l)eing $50, the maximum $10,000. In 
Missouri the rate in 1917 was 3/40 of 1%, increased in 1919 to 
1/10 of 1% on the par value of the capital stock and surplus. In 
Nebraska the “occupation fee” varies from $5 to $200 if the 
capital exceeds two millions. 

In North Carolina and Ohio the tax is 1-10 of 1% on the 
capital. In Oklahoma the “license tax or fee,” which does not 
apply to public-service, insurance, banking or building and loan 
associations, is in the cast? of domestic corporations of 1 per 
mill of authorized capital stock, and in the case of foreign 
corporations one per mill of the capital stock employed in 
business done within the state. The tax, however, is in no case 
payable on that part of the capital employed in any business 
subject to the “production, income or gross receipts tax.” In 



THE TAXATION OF CORPORATIONS 


213 


Oregon the “license tax^^ is graded from SIO to $200 where the 
capital is over two millions. South Carolina imposes a “license 
tax of one-half p(‘r mill on all corporations except those 
public-service corporations which pay three mills. In Texas 
domestic cornpanh^s pay 50 cents on each $1,000 of authorized 
capital stock up to 1 million dollars and 25 cents on each $1,000 
thereafter. If the amount of capital stock actually paid plus 
surplus and undivided profits exceeds the authorized capital 
stock, the tax is to be computed on the former. If it does busi- 
ness without the state, the tax is proportioned to gross receipts. 
Foreign companies pay 1 mill up to $1,000; Y 2 ^^hll to $100,000 
and 34 to a million dollars of the authorized capital stock, 
proportioned as in the preceding sentience. In Utah the “ license 
tax” on all domestic corporations (except those not organized 
for profit, water compani(is for culinary purposes, canal and 
irrigation companies and insurance companies) and on all 
fonign corporations is graded from $5 to $50 when the capital 
stock is over $200,000. Virginia levies a small “license tax.” 
In Vermont the “iicens(* tax” is $10 with $5 additional for every 
succeeding $50,000 until the tax reaches $50. 

In Washington th(' “franchise tax” is fixed at $15. In West 
Virginia donu^stic companies pay a “license tax” graded from 
$10 to $150 from $500,000 to a million dollars; and $40 on each 
million dollars additional. In the case of non-n^sident domestic 
company's $475 and 10 cents on each additional $1,000 from 
two to four millions; over four millions, $675 and $50 on each 
additional $1,000. 

The most recent development is in connection with the grow- 
ing practice of issuing shares without par value. In some cases 
as in Missouri and New York each such share is detaned equiva- 
lent for purposes of taxation, to $100. In other cases as in 
Michigan its value is determined by actual sale or by book 
value. In still other cases the franchise tax is at a flat rate as 
in Maine (5 mills). 

Outside of the few commonwealths which levy a general 
corporation tax at a special rate, almost all the states, including 
those mentioned in the preceding list, tax the property of cor- 
porations in general precisely like that of individuals through 
the general property tax. Of recent y(^ars, however, some 
states have declared the franchise to bo taxable property, to 
be assessed like other property. This is true of corporations 
in general in Illinois, Indiana, Kentucky, Michigan, Minnesota, 
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Missouri, Montana, Tennessee and Wyoming, which states 
are to be added to those mentioned above, where the license 
or other tax is called a payment for the franchise. Sometimes 
the corporate excess is specifically designated as property and 
is declared to be the excess of the value of the capital stock 
over that of the tangible realty and personalty. The corporate 
excess is specified in Alabama, Illinois, Indiana, Minnesota, 
Mississippi, Nebraska, North Carolina, North Dakota, South 
Dakota, Tennessee and Texas. In most of these cases, however, 
the corporate ex(;ess is taxable by the local assessors, which 
means in practice that, it is generally not reached. In only a 
few of these cases, like Illinois, is the corporate excess appraised 
by a state board, and in that, stat(' the system does not apply 
to railroads, telegraph, telephone, l)anking and insurance com- 
panies which are separate!}" reached, nor to companies for 
purely manufacturing purposes, for the mining or sale of coal, 
for printing, for publication of newspapc'rs, or for the improving 
or breeding of sto(‘k. As we mentioned above,’ this attempt 
to include the franchise in the value of the property really in- 
volves a partial departure from the general property tax. It 
will be more fully discussed below. 

We see then that only in Massachusetts, Pennsylvania, New 
York, California and Rhode Island arc; tlnax^ general corporation 
taxes, in the real sense of the term. To these states must now 
(1921) be added Connecticut, Mississi[)pi, Missouri, Montana, 
North Carolina, North Dakota, Virginia and Wisconsin, be- 
cause of their corporate income taxes, although the first and 
last do not include public utilities, and th(‘ others use the income 
tax only as a minor supplement to the propta’ty tax(^s. In 
Maryland the (Corporation tax is in reality levied almost exclu- 
sively on domestic companies. In New Jersey, the law applies 
in terms only to donmstic corporations. Maryland and Penn- 
sylvania are the only states which levy taxes on corporate bonds, 
although virtually only on the bonds of domestic corporations 
in the hands of residents. In California and Rhode Island, 
however, bonds are considered in arriving at the value of the 
franchise or of the corporate excess. Finally, only in Pennsyl- 
vania is the corporation tax in lieu of the local tax on personalty, 
while in California and Connecticut as well as in Pennsylvania 
the state tax on public-service corporations carries with it 
exemption from all local taxation. 

^ Supra, pp. 150 and 180. 
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6. The Tax on Corporate Charters 

A mistake often made is that of confounding with the cor- 
poration tax what may be called the tax on corporate charters. 
This is in reality a license fee charged for the privilege of in- 
corporation or of increasing the capital stock of a company, 
and it is generally either a lump sum, or a percentage of the 
amount of the ca])it.al stock. It is in most cases of very recent 
origin. In only a few states does it antedate the last decade 
of the ninet(H^nth (century and in only one or two is it found 
before 1870. 

In Pennsylvania the earliest act is that of 1849, which pro- 
vided that certain manufacturing companies on their incorpora- 
tion should pay a bonus of 3^ of 1% on the capital stock, pay- 
able in five annual instalments. In 1868 the rat(^ was changed to 
3^ of 1% but the tax bonus was extended to all corporations 
with a few exceptions, among which railroads were the most 
important. In 1889 the same rate was imposed on the author- 
ized amount of all increases of capital stock. In 1897 the rate 
was increased to 1/3 of 1% on the authorized capital stock, 
with some (‘xc(‘piions which were still taxable at the old rate. 
In 1899 the rate was made uniform on all corporations at 1/3 
of 1%, and the only corporations excepted from the bonus 
were building and loan associations and so-called corporations 
of th(^ first class, i. c., those incorporated by the courts, and 
usually not for profit. Railroads were therefon^, first included 
in this year. In 1901 the bonus was extended to foreign cor- 
porations also and was applied to so much of the capital as 
might be invested in the state after the date of the passage of 
the act . 

In Massachusetts, where the charge is called an incorpora- 
tion fee, the first law — that of 1863 — simply imposed a fee of $1 
for recording the certificate of in (Corporation. In 1865 this 
was increased to $5. In 1870 the charge was made a percentage 
one and the rate was fixed at 1-20 of 1% of the capital stock. 
In 1871 the minimum charge was fixed at $5 and the maximum 
at $200. This continued to be the law until 1903 when the 
charges were reduced, the rate being fixed at 1-40 of 1%, but 
with a minimum payment of §10, 

At present the tax on corporate charters is found in almost 
all of the states, although under widely varying names. In 
Alabama and in Illinois, it is called licence fees,’' in Connect!- 
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cut, it applies only to foreign corporations seeking a charter 
in the state, and is termed the “tax on corporate franchise,*’ 
although quite unlike the franchise taxes in other common- 
wealths; in Kentucky, it is called the “tax on organization”; 
in Maine, the “tax on new corporations”; in Maryland, “bonus 
on corporations ”; in Michigan the organization tax; in Missouri, 
the “corporation tax”; in Nebraska “occupation fee on corpora- 
tions”; in New Hampshire, “charter fees”; in New Jersey, the 
“tax on certificates of incorporation”; in New York, the “or- 
ganization of corporations tax”; in North Dakota the “cor- 
porate excise”; in Ohio, “organization fee”; in Oklahoma 
“incorporating fee”; in Pennsylvania and Rhode Island, 
“bonus on charters”; in Texas, “filing fees”; in Vermont, 
“corporation license tax”; in West Virginia, “license tax on 
charters and certificates of cori)orations.” 

The rates are flat rates; fixed percentage rates; graded rates, 
fixed in each grade; graded percentage rates; and graded rates, 
partly fixed and partly perc(uitage. 

The flat rat('s are found in seven states: $4 in West Virginia; 
$5 in Arizona and Oklahoma; $10 in South Dakota and Washing- 
ton; $25 in Arkansas; and $100 in Florida. 

The percentage rates are found in fourteen states as follows: 
2 cents per $1,000 in Colorado and Tennessee; 15 cents per 
$1,000 in Nevada; 20 cents per $1,000 in New Jersey (with 
minor variations in detail); 25 cents per $1,000 in Utah; 1-20 
of 1% (or 50 cents per $1,000) in Massachusetts, Michigan, 
New York (for domestic companies) and North Dakota; 3-20 of 
1% in Ohio; 1-10 of 1% in Indiana, Kentucky and Rhode 
Island; 1/8 of 1% in Maryland and New York (foreign com- 
panies); 1/3 of 1% in Pennsylvania. 

The graded rates, fixed in each class, are foimd in seven states: 
Alabama ($25 when the capital is not over $50,000, to $250 
when the capital is over a million dollars) ; Georgia ($5 to $100) ; 
Idaho ($5 when the capital is not over $25,000 to $25 when the 
capital is over $500,000); Oregon ($10 to $100 when the capital 
is over two million dollars); Texas ($50 [except railroads, 
telegraph lines, street railways, express companies and channel 
or dock companies, which start at $200J to $2,500) ; Virginia ($25 
to $5,000 when the capital is over ninety million dollars; but 
when companies are incorporated under a general, instead of a 
special, act the rates are lower, ranging from $15 to a maximum 
of $600); Vermont ($10 to $50). 
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The graded percentage rates are found in four states as fol- 
lows: Connecticut (50 cents per $1,000 where the capital is not 
over five millions, and 10 cents per $1,000 above that); Kansas 
(1-10 of 1% on the first $100,000 of capital, 1-20 of 1% on tlie 
next $400,000 and $200 for ea(;h million or fraction thereof 
above $500,000 of capital) ; Montana (50 cents per $1,000 where 
the capital is not over one million dollars, and 25 cents per 
$1,000 above that); and South Carolina (one mill on each dollar 
up to $100,000 of capital, Y 2 mill from $100,000 to a million dol- 
lars, and Yx ii^hl on each dollar of capital over a million dollars). 

The mixed graded rates, partly fixed and partly percentage, 
are found in nine states as follows: Colorado ($20 if the capital 
is not over $50,000, and 20 cents on each additional $1,000); 
Delaware (the same as Colorado); Illinois ($30 where the 
capital is not ov(‘r $2,500, $50 if not over $5,000, and $1 for 
each additional $1,000) ; Iowa ($25 plus $1 on each $1,000 where 
the ciipital is over $10,000) ; Minnesota ($50 for the first $50,000 
of capital, $5 for every additional $10,000); Mississippi ($20 
where the capital is not over $10,000, $40 to $60 where the cap- 
ital ranges from $10-$50,000, and 1-10 of 1% where the capital 
is $50,000 and over); Nebraska ($10 and in addition 10 cents 
per $1,000 where the capital is over one million dollars) and 
Wyoming ($5 where the capital is not over $5,000, $10 on capital 
between $5-$ 10,000, and 5 cents on each additional $1,000). 

In four states — Maine, New Hampshire, New Mexico and 
Wisconsin — there is a very complicated system, the rates vary- 
ing with different classes. 

In eleven states — Alabama, Kentucky, New Jersey, New 
York, North Carolina, Ohio, Pennsylvania, Rhode Island, 
Texas, Virginia and Wyoming — the rates are payable also on a 
subsequent increase of the capital stock. 

In many of the above states the tax is now levied on foreign 
as well as on domestic corporations; while some states follow 
New York in imposing the tax also on joint-stock companies. 

The modifications introduced into the organization tax as a 
result of the recent development of shares without par value 
are analogous to those referred to above ^ in connection with 
the franchise tax. 

These taxes have really little in common with the corpora- 
tion taxes properly so called. In Pennsylvania and Ohio, for 
instance, the payment is held to be not a tax at all, but a price 

^ Su'pra^ p. 213. 
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paid for the chartered privilege. The distinction between the 
tax on corporate charters and the corporation tax proper can, 
perhaps, best be expressed by saying that if the latter is a tax 
on the right to be, the former is a tax on the right to become. 

III. Bases of the Tax 

The summary just presented shows the chaos of principle 
in which the whole subject is involved. An analysis of the 
facts discloses no less than thirteen important methods of 
taxing corporations, not counting the various combinations 
of method which are practised in some states. The bases on 
which the taxes are assessed are as follows : — 

1. Value of the property y i. c., the realty plus the visible and 
invisible personalty. This was originally the universal method 
and it is still the practice in the great majority of cases. 

2. Cost of the property. This was the general rule in New 
Jersey from 1873 to 1876 as to all railroad companies, and is 
still the rule in isolated cases, as in New York in the local 
taxation of telegraph companies. 

3. Cajntal stock at par value. This is true of the general cor- 
poration law in New Jersey, of mining companies in Massa- 
chusetts, and of banks and savings institutions in Pennsylvania. 

4. Capital stock at market value. This is true of the gen- 
eral corporation law in Massachusetts and in New York when 
applied to corporations where the dividends are less than six 
per cent. It was true of railroads in Connecticut between 
1849 and 1864. It is also the custom in local taxation in many 
states. 

5. Capital stock plus bonded debt at market value. This is 
true of all corporations in Pennsylvania and of railroads in 
Georgia and in Illinois. In the case of railroads in New Jersey 
and of corporations in general in Illinois and several other 
states, only the surplus of this valuation over the value of the 
tangible property is made the basis of the tax. 

6. Capital stock plus total debty both funded and floating. 
This is true of railroads in Connecticut, and in a measure 
true of corporations in general in California and Rhode Island. 
It was true of steamboat companies and of similar corporations 
in Virginia during the Civil War. 

7. Bonded debt or loans. This was true of railroads and 
canals in Virginia from 1872 to 1874, and is now true of all 
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corporations in Pennsylvania. In this case, however, it is only 
supplementary to the tax on capital stock. 

8. Business tnmsacied. This is true in several of the New 
England states of savings banks taxed on their deposits; in 
California, Maine and New York of foreign banks; in New 
Hampshire and Vermont of trust companies taxed on deposits; 
in Connecticut and Massachusetts of insurance companies taxed 
on the amount insured; in Montana of telegraph companies 
taxed on the instruments; in Connecticut, Florida, Montana and 
Tennessee of telephone companies taxed on the number of tele- 
phone transmitters; in several Southern states of sleeping-car 
companies taxed a(‘cording to the number and mileage of cai-s; 
in Delaware of railroads taxed on the number of locomotives 
and passengers. It was also true in Pennsylvania from 1868 
to 1874 of railroads; from 1868 to 1881, of coal companies 
taxed on tonnage; and from 1870 to 1889 of boom companies 
taxed on the number of logs rafted. 

9. Gross earnings. This is true in many states of insurance 
companies taxed on gross premiums, and of transportation 
and other public-service companies taxed on gross receipts. 

10. Dimdends. This is true of gas and electric light com- 
panies in Delaware, New Jersey and New York, and of turn- 
pike companies in Kentucky. It was fonnerly true of banks 
and iron companies in Pennsylvania, and of banks and in- 
surance companies in Ohio and Virginia and of corporations in 
general in Alabama. 

11. Capital stock according to dimdends. This is true in 
New York of corporations not subject io income tax, when 
dividends are at least six per cent. It was formerly true of 
banks in North Carolina and of all corporations in Pennsylvania. 

12. Net earnings or income. This is true of railroads in 
Delaware; of street railroads in Massachusetts and Rhode 
Island; of insurance companies in a number of states; and of 
corporations in general in those states which hke Connecticut, 
Massachusetts, Mississippi, Missouri, Montana, New York, 
North Dakota and Virginia now impose corporate income taxes. 

13. Franchise. This is true of a large number of cases; but 
the term franchise, as we shall see, denotes nothing definite, 
and the value of the franchise is measured by each one of the 
preceding twelve tests except that of property. 

All the above methods may really be reduced to three: taxes 
on property (nos. 1-7 and 11); taxes on business (no. 8); and 



220 


ESSAYS IN TAXATION 


taxes on earnings (nos. 9, 10 and 12). Virtually, as we shall 
see, the choice lies between taxes on property and taxes on 
earnings. 

From this survey of the existing confusion, it is plain that 
we are still groping in the dark and that no one metliod has yet 
pre-eminently commended itself to the American sc^nse of 
justice and expediency. In the next chapter we shall learn 
the judicial interpretation put upon these various methods, 
and shiill attempt to analyze the situation from the economic 
point of view. That some change is imperative seems evident; 
precisely what the change should be can be ascertained only 
after careful consideration. It is a complicated problem that 
confronts us. 
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THE TAXATION OF CORPORATIONS 

II 

THE PRINCIPLES 

In tlie pr('C(Hjing chapter we traced the history and actual 
condition of thj corporation tax in the United States, The 
whoh^ subject was shown to be involved in almost inextri- 
cable confusion, amid which, however, some twelve different 
bases for levying the tax might be distinguished. These, it 
will be r(‘mcTnber(Hl, were the value of the property, capital 
stock at par value, capital stock at market value, capital stock 
j)lus bonded debt, capital stock plus total debt, loans, busi- 
ness, gross earnings, dividends, capital stock according to divi- 
dends, n(4 earnings and franchise. In the attempt to analyze 
these m(‘thods it may be well to begin with the last, on account 
of its obscurity as well as of its importance. 

1. The Franchise Tax 

At the outset we are confronted by the question: what is 
a franchise tax? The matter was first brought squarely before 
the public by the provisions of the California constitution 
of 1879, and since then by tax laws of several states which 
prescribe that franchises of corporations shall be separately 
assessed. Before we can discuss the franchise tax, however, 
we must attempt to ascertain what a franchise really is. 

Blackstone defines a franchise as “a royal privilege or branch 
of the King^s prerogative subsisting in the hands of a subject.^' 
His definition is obviously too vague for our purposes. The Su- 
preme Court of the United States has given this definition: 

A franchise is a right, privilege or power of public concern which 
ought not to be exercised by private individuals at their mere will and 
pleasure, but which should be reserved for public control and adminis- 
tration, either by the government directly or by public agents acting 
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under such conditions and regulations as tlie government may impose 
in the public interest and for the public security. ^ 

This definition, however, is somewhat too narrow, since it 
emphasizes unduly the element of public control and public 
interest. These are indeed very desirable adjuncts, but they 
scarcely seem to be indispensable parts of the (conception. 
Nothing is more common than the possession by a purely private 
corporation of a franchisee — for exarnph', the mere privih^ge 
to act as a corporation. Furthermore, a privik'ge of a public 
character, like that possessed by a railway, is not necessarily 
confined to corporations. Thus, there is nothing to prevent 
the grant of the right of (‘minent domain to private persons. 
We therefore conclude that a francchise in the wider sense is 
simply a right conferred by government of conducting an 
occupation eitluT in a particular way or accompanied with 
particular privileges. The motive may be either public welfare 
or public revenue. This can be clearly seen by tracing the 
historical development of the franchise. 

One of the chief sources of royal income in mediieval Europe 
consist('d in the so-called fines for licenses, concessions, and 
franchises.’’ These were payments by individuals or associa- 
tions for all kinds of special privileges, such as to secure the 
general favor of the crown, to retain or to quit office, to obtain 
the right of exporting commodities, to conduct some business 
in a particular way, to obtain special jurisdictional privileges, 
to possess the right of firma burgi^ and so on.^ A most common 
instance can be found in the trading privileges of the guilds, 
granted chiefly for the sake of the accruing emoluments. Similar 
to these mediaeval concessions are the modern licenses, especially 
in the Southern commonwealths, which are conferred on in- 
dividuals and corporations alike, and in most cases for purely 
fiscal reasons. What are called franchise taxes elsewhere are 
included in the South in the privilege or occupation taxes. 
A franchise of an individual or of a corporation is, therefore, 
simply a privilegci — something over and above the value of 
the property, and in a measure analogous to the “good will” 

^ California vs. Southern Pacific R. R. Co., 127 U. S. 40. 

* A characteristic example of a fine or franchise hard to classify is this: 
The wife of Hugo de Neville paid the king two hundred hens “eo cpiod 
possit jacere una nocte cum domino suo” (who happened to be in prison). 
Rotuli Finiurrif 6; quoted in Madox, History of the Exchequer, i., p. 471, 



THE TAXATION OF CORPORATIONS 


223 


of a firm. It is the indefinite something which gives vitality 
to the enterprise and makes its business worth having. 

In the case of a corporation this indefinite something is the 
privilege that individuals poss(iss to act as one, with legal 
individuality and immortality, and with divisible share capital. 
This is a privilege which corporations share equally with joint- 
stock companies; accordingly, the corporation tax is frequently 
made applicable to such associations. A modern stock corpora- 
tion indec^d possesses another privilege, which is exclusive to it, 
namely, limited liability. The corporate franchise therefore is 
really the privih'ge of juristic personality and limited liability; 
it is the right to exist as a (*orporation.^ Since it is something 
separate and apart from the property of the corporation, it 
is capable of being taxed.^ 

What has been said applies, however, only to domestic 
corporations. In the case of a foreign corporation, the state 
which has not given the franchise cannot tax it. With a 
domestic corporation the franchise or right to exist is an empty 
right if the corporation may not transact business; the right 
to exist is therefore inextricably bound up with the right to 
carry on the business. But as regards a foreign corporation, 
the two things are distinct, and the stat(> can tax only the privi- 
lege of carrying on the business within its borders. The cor- 
porate franchise has no existence apart from the laws of the 
state which created it. In order to avoid trouble, therefore, 
the corporation tiix is usually imposed on *‘the corporate 
franchise or business;’^ and the New York tax has been upheld 
as applicable to foreign corporations as a tax on their business, 
not on their franchise.^ 

The denial of the right to tax the franchises of foreign cor- 
porations applies equally to corporations chartered by the 
United States which are not legally foreign corporations. But 
where the corporation, as in the case of a railroad, exercises 

' ^^By the term corporate franchise we understand is meant the right 
or privilege given by the state to two or more persons of being a corpora- 
tion, that is, of doing business in a corporate capacity.” Home Insurance 
Co. vs. State of New York, 134 U. S. 594. Cf. Western Union Telegraph 
Co. vs. Mayer, 28 Ohio State, 521. 

* ^‘Nothing is better settled than that the franchise of a private corpora- 
tion ... is property and of the most valuable kind, as it cannot be taken 
for public use without compensation.” Wilmington R. R. Co. vs. Reed, 13 
Wall. 264, 268. 

* People vs. Equitable Trust Co. of New London, Conn., 96 N. Y. 396. 
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additional privileges in the state, it is held that it enjoys a 
state franchise as well as a federal franchise and that a state tax 
may be imposed on the former franchise without being an 
attack upon the privilege granted by the federal government J 
This, however, does not apply to national banks which cannot 
be subjected to license or privileges taxes. Some recent cases 
in Pennsylvania have even held that the tax on capital stock 
is invalid as to stock invested in a patent right, ben^ause such 
taxation involves a property right whiedi depemds for its existeaice 
exclusively on the federal constitution and on an act of C'oii- 
gress.^ This seems to be an extreme application of the general 
principle which, if persisted in, will render a great part of our 
corporation tax laws practically nugatory. For almost every 
corporation utilizes something covered l)y a patent; and if it is 
held that the capital stock represents in whole or in part this 
patented property, the corporation would to that extent escaj^e 
taxation. Later decisions in other states, like New York and 
Maryland, seem to take the proper view. For in New York 
it has been held that even if the entire capital of a corporation 
is invested in patent rights, it is none the less subject to tlie 
capital stock tax.^ And the same rule has been extciKkal to 
trade-marks.^ 

Subject to these qualifications and to the principle, to be 
discussed below, that no commonwealth may impose a fran- 
chise tax to interfere with interstate commerce, the taxation 
of corporate franchise has no limitation, except the discretion 
of the taxing power.® 

The franchise that has been discussed thus far is the privilege 
of doing business. When, however, we analyze a littk^ more 
closely the concept of a corporate franchise we see that there 
are other aspects to the problem. In order to do business, the 

^ People vs. Central Pacific R. R. Co,, 105 Cal. 576; and California vs. 
Pacific Railroad Companies, 127 U. S. 1. 

2 Mayor vs. National Bank of Macon, 59 Ga. 648; City of Carthage vs. 
Bank of Carthage, 71 Mo. 508; National Bank of Chattanooga vs. Mayor, 8 
Heiskell, 814. 

* Commonwealth vs. Westinghouse Co., 151 Pa. State, 265; Common- 
wealth vs. Air Brake Co., id. 265; Commonwealth vs. Philadelphia Co., 157 
Pa. 527; Commonwealth vs. Lehigh C. and I. Co., 162 Pa. State, 603. 

* People ex rel. U. S. Aluminum Plate Co. vs. Knight, 174 N. Y. 475 (BM)3) ; 
Crown Cork and Seal Co. vs. State, 87 Md. 687. 

* People ex rel. Spencerian Pen Co. vs. Kelsey, 105 App. Div. 133 (1905). 

•Delaware Railroad Tax Case, 18 Wall. 231; California vs. Southern 

Pacific R.R. Co., 127 U. S. 41. 
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corporation must first come into being; and even after the corpo- 
ration has been created, it dot^s not necessarily follow that it will 
do business. Consequently we must distinguish between the 
creation of a corporation and the exercise of its powers. If 
the latter is termed the franchise to do or to act, the former 
might bo called the franchise to be or to become. For this 
privilege to be, as we have learned, virtually all the states make 
a, charge; and wliik^ ordinarily called a fee, it is not infrequently 
t(‘rmed a fran(diis(‘ tax. 

In addition to the franchise to be and the franchise to do, 
there is, however, still a third kind of franchise, which it has 
l)ecome usual of recent years to call a special franchise. This 
is the right accorded to certain corporations to possess privileges 
not enjoy(‘d by corporations in general. The most important 
of such special privileges is the right to use public highways, 
and it is for this reason tliat the corporations enjoying this right 
are generally called public-service corporations. This special 
franchise was first brought into prominence in New York. 
In that state it is permissible to deduct debts from personalty, 
])ut not from real (*state. It was accordingly easy for corpora- 
tions to escape taxation on their capital, which as we know is 
still locally taxable in New York. For when the bonded in- 
d('bt(Hlness ('xceeded the capital stock, there would be nothing 
left on which to levy the tax except the real estate. Wlien an 
attempt was made later to assess the value of the franchise 
over and above that of the personal property, the attempt was 
frustrated by the same facility of deducting the value of the 
bonds. Hence an ingenious plan was devised. A franchise 
in general, if it b(^ any kind of property, is personal property. 
But it was now suggested that a franchise enjoyed by some 
corporations only, to use the streets, on the surface or above or 
below the level, might properly be termed an interest in real 
estate; and if so, there could not, under the New York system, 
be any set-off on account of mortgage bonds. Accordingly by 
the law of 1899 a new category of real estate was created in 
New York, to be known as a special franchise. The law added 
to the definition of taxable real property the following: — 

“The value of all franchises, rights or permission to construct, main- 
tain or operate the same [surface, underground or elevated railroads] 
in, under, above, on or through streets, highways or public places; . . . 
and the value of all franchises, rights, authority or permission to con- 
struct, maintain or operate in, under, above, upon, or through any 
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streets, highways or public places, any mains, pipes, tanks, conduits 
or wires, with their api)urtenances, for conducting water, steam, heat, 
light, power, gas, oil or other substance, or electricity for telegraphic, 
telephonic or other purposes. ... A franchise, right, authority or 
fKjrmission specified in this subdivision shall for the purposes of taxa- 
tion be known as a ‘special franchise.^ ’’ A spc'cial franchise shall be 
deemed to include the value of the tangible property situated in, ui)on 
under or above any stre(‘t, highway, public place or public waters in 
connection with the spc'cinl franchise in 

Under this ingenious definition of a special franchise all 
public-service corporations in New York have now Ixnm com- 
pelled to bear a far greater burden of taxation than was pre- 
viously the case.^ 

The new conception soon spread to other states, although in 
most cases the special franchise^ is either measured by a certain 
proportion of gross rc^ceipts as in N<.‘w Jt‘rs('y, or is treated as a 
separate constituent of property without any (h'cision as to 
whether it is realty or personalty. Only a few states, like (Cali- 
fornia, follow New York in treating the special franchise as an 
interest in real estate. 

Thus we see that there are now in the American system of 
corporate taxation three kinds of f ranchis(\s — the franchise to be, 
the franchise to do, and the franchise to act in a particular way 
or to enjoy a special privilege. It is interesting to observe that 
in the California law of 1911 all three species of franchises are 
included in the definition.^ 

'An amendment adopted later, provided that “the term ‘special fran- 
chise ' shall not be deemed to include the crossing of a street, highway or 
public place outside the limits of a city or incorporated village when* such 
crossing is less than 250 feet in length, unless such crossing be the con- 
tinuation of an occupancy of another street, highway or public jdace.” 
Under this, in practi(;e, ordinary railroad crossings were not treated iis 
special franchises. But a later amendment, in 1907, made a steam railroad 
crossing in a city or village assessable fis a special franchise. As spc'ciiil 
franchises are assessed by a state board, while ordinary real estate is as- 
sessed by local officials, this has caused much confusion in the actual ad- 
ministration. Cf. the interesting monograph by Benj. E. Hall, one of the 
New York State Tax Commissioners, Administrative Difficulties of the 
Special Franchise Tax Law. Address before the State Conference on Taxation 
held at Utica ^ Albany, 1911. 

* C/. Seligman, “The Franchise Tax Law in New York,” in Quarterly 
Journal of Economics, vol. xiii. (1899), p. 445 et seq. 

* “ These franchises shall include the actual exercise of the right to be a 
corporation and to do business as a cori)oration, under the laws of this 
state and the actual exercise of the right to do business as a corporation 
in this state when such right is exercised by a corporation incorporated 
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It must further be observed, however, — although it is an 
observation tliat has hitherto eluded the attention of well- 
nigh all writers on the subject — that amid the multiplicity 
of meanings attachcid to the word franchise two leading ideas 
are discernible in its relation to taxation. We refer here not 
to the distinction just discussed between a franchise to be, a 
franchise to do, and a franchise to act in a partic^ular way; but 
to the distinction between franchises based on their assumed 
relation to properly. Here there an^ two fundamental con- 
ceptions. The on(‘ is tlie conception of a franchise as a part 
of property; the other is the conc(‘ption of a franchise as some- 
thing distinct from, or even opj^osed to, property. The first 
conception leads to the idea of a franchise tax as something of 
the same natures as a tax on physical, tangible property, but 
superadded to it. This is the case in all the states which include 
the value of the francliise in the ad valorem tax, as in Michigan, 
Wisconsin, Illinois, or even New York in the case of the special 
franchise tax. In all th(\se cases the franchise tax is thought of 
as a prop(a'ty tax; but it is a. tax on intangible property or on 
an intangible something of which the concept of property is 
predicated, whether in th(^ eyes of th(^ law it be treat(‘d as real 
property or as personal propcTty. The other conception leads 
to the franchise tax as something distinct from, or opposed to, 
a property tax, as in the case of th(‘ (‘apital stock tax in New 
York. Let us elucidates these conceptions. 

If we take up first that conception of a franchise which leads 
to the franchise tax as a property tax, the^ question at once 
arises as to how the value of the franchise as a piece of taxable 
property is to be ascertained. It is obvious that here we are 
face to face with great difficulties. 

We have seen that there arc not less than twelve separate 
methods of taxing corporations and that each of these methods, 
with one exception, is declared to involve a franchise tax. 
There are yet other methods of measuring franchise, such Jis 
the value of the ca])ital stock less the value of the property, 

under the laws of any other state or country, also, the right, authority, 
privilege, or permission to maintain wharves, ferries, toll roads and toll 
bridges, and to construct, maintain or operate in, under, above, upon, 
through, or along any streets, highways, public places, or waters, any 
mains, pipes, canals, (lit(di(?s, tanks, conduits, or other means for conduct- 
ing water, oil, or other substances.^* Statutes of California, 1911, chap. 335. 
Cf. the artick* by Professor C. C. Plehn, “The Taxation of Franchises in 
California,’* in the National Municipal Review, vol. i. (1912), p. 337 et seq. 
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the value of the stock less the value of the tangible property^ 
the value of the stock less the value of the realty, the value 
of the stock and bonds less each or all of these items, etc. There 
is a total lack of uniformity. Each commonwealth measures 
the franchises of its corporations in its own way; and frequently 
a given commonwealth measures the franchises of different 
corporations in entirely different ways. There is an utter 
absence of any common standard of measurement. Capital 
stock, stock minus property, stock minus realty, bonded debt, 
business, gross earnings, dividends, profits, etc., are each declared 
to be the value of the franchise. The result is hopeless confu- 
sion. It Avould be useless to examine the methods of all the 
states; a few examples will suffice. 

The state board of assessors of New Jersey have publislu'd 
since 1884 annual reports in which they discuss the details 
of corporate assessment. In the case of railroads they adopt(‘d 
the following plan.^ The market value of the stock is added to 
the market value of the debt; from this aggregate the total 
value of the tangible corporate property is deducted, and tlu^ 
remainder is declared to be the ^^adventitious value of the 
entire road, its privileges included.^^ Sixty per (*ent of this 
is taken as the value of the franchise, to which is added the 
value of the real and tangible property, knowm as th(‘ “abstract 
value’’ of the road, making a total which is termed the entire 
value of the railway for purposes of taxation. This, liowTVc^r, 
is not all; for if the value of the tangible property exceeds the 
value of the stock and debt, the board declares the franchise 
to be twenty per cent of the gross earnings. It will be n^adily 
perceived that this measurement of a franchise, which may 
give a result less than nothing, is rather aw^kward. Indeed, 
the courts of New Jersey have overturned this portion of the 
assessors’ standard by pronouncing the estimate based on 
gross earnings unconstitutional; ^ but the main element in the 
method of valuation was upheld on the easy-going principle 
that no substantial injustice was done. It is this absence of 
“substantial injustice” to which is due the chaotic condition 
of franchise taxation in this country to-day. 

* Report of the State Board of Assessors of New Jersey, 1884, p. 26; 1885, 

p. 11; 1886, p. 28; 1888, p. 6. 

* Case of Railroad Tax Law, N. J. Court of Errors and Appeals, decided 
May 29, 1886. The case may be found in full in the Third Annual Report 
of the State Board of Assessors, 1886, pp. 79-173. 
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In Illinois and in California, the method of taxing franchises 
is not far different from that of New Jersey. In Illinois, the 
board of equalization adds the cash value of the stock to that 
of the debt (excluding current debt), and pronounces the result 
to be the fair cash value of the capital stoc^k including the 
franchise. From this the board deducts the equalized value* of 
all the* tangible property, and declares the remainder to be 
the value of the capital stock and franchise sul)j(*ct to taxation. 
This method was upheld by the Supreme Court of the United 
States as being probably as fair as any other.’' ^ In California, 
the value of the franchisee is deteTmined by subtracting from 
thee actual value of the eeapital stoeek or of the stock anel bonds 
the value of all the items of property.- In se)me cases only a 
fraction of the reeinainder is de*clare'd to be the value of the 
franchise. The only change introdueeeel by the law of 1911 is 
that in the case of ordinary ce^rpejrations, e*xclusive of public- 
service companies and banks, the good will is no longer to be 
included in the value of the franediise^ — a curious provision in 
view of the fact that in many corporatieais the good will of the 
busincvss constitutes the major portion of the franchise value*. 
In Kentucky, the asse*ssors deduct from the amount of the 
capital stock the assesseel value of all tangible prop(*rty taxenl 
in the state, and declare the reanainder to be the value of the 
franchise. In the case of foreign companies, however, they 
take that proportion of the capital that the gross r('f‘eipts in 
the state bear to the total gross receipts, and then deduct the 
value of the tangible prop(*rty assessed in the state. In the case 
of transportation companies they take only that proportion of 
the capital stock which the length of the line within the state 
bears to the total length,^ In Indiana, if the full value of the 
franchise is represented by the capital stock, the franchise is not 
taxed; but when the franchise is of greater value than the 
capital stock, it is provided that the franchise ^Ushall be as- 
sessed at its full cash value,” and that the capital stock shall 
not be taxed. ^ 

^ State Railroad Tax Cases, 2 Otto, 575. Cf, Railway vs. Backus, 154 
U. 8. 421. 

* Approved as to public-service corporations in Spring; Valley Water 
Works vs. Schottler, 62 Cal. 69, 118; Burke vs. Badlam, 57 Cal. 504; 8an 
Jo 86 County vs. January, 57 Cal. 614; and as to corporations in general in 
Bank of California vs. 8an lYancisco, 142 Cal. 276. 

* Ky. Laws of 1892, chap. 102, art. iii., § 8. 

^ Ind. Law of Mar. 6, 1891, § 74; now R. 8. 1908, § 10324. 
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Of considerable interest are the methods that have been 
employed by Michigan and Wisconsin, especially after the 
abandonment of the system of specific taxes on the earnings of 
public-service corporations and the reversion to the ad valorem 
system. In Michigan, after the passage of the law of 1901 
which authorized the ad valorem system in the case of railroads, 
the appraisal of the so-called non-physical or immaterial ele- 
ments in the value of a railroad was entrusted to Professor 
Henry C. Adams. W'c quote from his rei)ort: 

“The rule submitted for the appraisal of the immaterial values of 
railway properties, or what I prefer to term the ca]utalization of cor- 
porate organization and business opi)ortunity, is simi)le, as follows: 

“1. Begin with gross earnings from operation, deduct therefrom 
the aggregate of operating exix^nsesand ttie remainder maybe termed 
the ‘income from operation.’ To this should be add<'d ‘income of 
corporate investments’ giving a sum which may be ti'rmed dotal in- 
come,’ and which rej^rcsents the amount at th(^ disposal of the cor- 
poration for the support of its cajutal, and for the determination of 
its annual surplus. 

“2. Deduct from the above amount — that is to say ‘total income^ 
as an annuity properly chargc'able to capital — a certain j)er cent of 
the appraised value of the pliysieal ])roperti(‘s. 

“3. From this amount should be deducted rents paid for the lease 
of property operated and permanent improvements ciiargc'd directly 
to income. The remainder would represent the surplus from the gross 
earnings from the year’s operations, and for the purposes of this in- 
vestigation may be accepted as an annuity whicli, when cay)italized 
at a certain rate of interest, gives the true value of immaterial prop- 
erties.” 

Professor Adams himself added that the above rule failed 
to appraise the speculative elemcmt in railway property. 

As a matter of fact, howwer, this rule was applied only in 
part. It was soon realized that the calculation might easily 
result in a minus quantity. When this turned out to be the 
case, the awkwardness of the situation w^as relieved, in part 
at least, by entirely disregarding the non-physic;al element in 
the property, and taking only the valuation of the physical 
property. We are told that in only 26 of the 123 railroads 
appraised at the time was a non-physical value placed on them.^ 

* See the address by Robert H. Shields, a member of the Michigan State 
Board of Assessors, entitled, “Railroad Taxation Problems,” in Addressee^ 
and Proceedings of the Fourth Conference of the Intemationol Tax Associa^’ 
tion. Columbus, 1911, p. 2^i8. 
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At present, the method actually followed in Michigan, as 
in most of the other state's which attempt to tax the franchise as a 
piece of property, is very different. The laws refrain from lay- 
ing down any rule at all and leave the matter entirely to the 
discretion of the assessing body, which refuses to state in what 
its precise method consis-ts. In California, e,g. the law of 1911 
declared “franchise's taxable at their actual cash value, in the 
manner to be provided by law.’^ But the law simply placed the 
whole rnattc'r in tlu^ hands of the state' boarel. As one of the 
Michigan asse'ssors frankly state ‘el, if the board were to reveal 
the grounds of tlu'ir valuation, tlu'y would simply invite endless 
criticism anel obje'clion on the part of the corporations which 
the^y are recjuire'el by law to asse'ss.^ It is an open secret, how- 
eve'r, that the chief reliance ejf the Michigan board is upon 
earnings, se) that the value' e)f the franchise represents in great 
part a cai)italization of e'arnings. In Wisconsin, again, while 
nothing elefinite is elivulge'el, it is ge'ne'rally understood that 
the valuation is inaele by a combination of the “stock and bond 
methoeb^ with the “ caiutalization of e'arnings” method. But 
to what extent otlu'r crite'ria are ae*tually taken into account, 
no one^ knows. Tneler sue*h circumstance's we are e*onfronted 
by what is the' chic'f objection to the whole method, namely, 
the dange;r e)f arbiirarine'ss anel the' lae*k of any precise directions 
to guide the asse'ssors or to e'nlighte'n the public. In such a 
cornplicate'd matter as that of appraising the value of a franchise, 
which has no market value be'cause it is not the subject of 
purchase and sale, no two pe'cjple, however expert, will agree. 
As one of the Michigan commissioners states: “When it comes 
to a question of the ultimate valuation, each member of the 
board has his own opinion.” The result has been in Michigan 
as everywhere else, a sort of comi)romise w^hich differs very 
materially from tlu' valuation of the original experts. 

It is clear from tlu' above review that the attempt to tax the 
franchise as a pic'ce of propc'rty is highly unsatisfactory. If the 
value of the franchise is measured by any one criterion such as 
earnings, or dividends, or stock and bonds, there is nothing 
gained by the attempt to differentiate a franchise tax from a tax 
on earnings or on dividends or on stock and bonds. If, on the 
other hand, an attemi)t is made to reach the capital value of the 
franchise by a method of appraisal, without resort to any specific 

^ S(‘i* the admission in the Report of the Ontario Commission on Railway 
Taxation. Toronto 1905, p 48. 
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criterion, it becomes mere guess work. We may agree with the 
authors of the most discriminating of recemt reports on the sub- 
ject that when all factors contributing to value are supposed 
to be tak(‘n into account and when in this way the board of 
assessors entirely avoid the responsibility of saying how their 
ultimate assessment is made up, even assuming it to be known to 
themselves, such a '‘system obviously has the fatal defect of 
making it impossible either for the railroads or the gen(^ral public 
to distinguish between the most accurate and conscientious 
valuation and m('re ignorant guess work or quite prejudiced and 
even dishonest returns. Certainly one cannot imagine a more 
complete' departure from the fundamental basis laid down by 
the [Michigan] tax commission for the administration of the new 
system.” ^ 

Such is the difficulty encountered in attempting to levy a tax 
on the franchise as a piece of property. As we saw above, ^ how- 
ever, the other conception of a franchise tax is that not of a 
property tax, but of something different from a i)roperty tax. 
Let us now proceed to consider the meaning of this other kind of 
a franchise tax. 

Wliat is the real significance of the franchise tax in this 
broader sense? Why is it desirable that such a hard and fast 
line should be drawn between the property tax and the franchise 
tax? What is the meaning of the distinction? 

The answer is very plain. In the first place, according to 
the constitutions of several of the states, the taxes on prop- 
erty must be uniform. If, however, the corporation tax is 
held to be a franchise tax, there is no necessity of such uni- 
formity between the tax on individuals and that on corporations. 
Secondly, according to the principles of the property tax, d(‘duc- 
tions are allowed for certain classes of exempt or extra-territorial 
property. If the tax is a franchise tax, such exemptions cannot 
be claimed. Thirdly, if the tax is a franchise tax, and not a tax 
on property or earnings, it may be upheld as not interfering 
with interstate commerce. Finally, if the tax is a franchise tax, 
many of the objections to double taxation would, as we shall 
see later, be removed. Every commonwealth imposing a fran- 
chise tax, for instance, could assess the entire capital of a cor- 
poration, — or at all events of a domestic corporation — although 
only a very small portion might be located or employed within 

' Report of the Ontario CommissioUj etc., p. 53. 

* Supra, p. 227. 
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the state. We can hence readily understand the persistence with 
which the corporations seek to uphold the distinction and to have 
the charge declared to be not a franchise, but a property tax. 

The question has arisen almost exclusively in connection 
with the taxation of deposits, capital stock or earnings. In 
the case of deposits of savings banks the decisions are almost 
uniform that the tax is one on the franchise and not on the 
property; ^ among the few commonwealths that tax such depos- 
its, Connecticut, Maine, Maryland and Massachusetts accept 
this view. Moreoyer, since thiTc is no necessary relation be- 
tween the amount of the deposits and the extent of the property, 
the tax is valid even if the deposits are invested in Unit('d States 
securities. Only one commonwealth, New Hampshire, has held 
out against the general tendency and pronounced the tax on 
deposits to be a property tax.^ 

In the case of capital stock the matter is more complicated 
and the decisions are more divergent. That capital stock is in 
one sense property will of course be denied by no one; but 
whether the tax on capital stock is tantamount to a tax on 
general property is an entirely diffcTent question. In several 
commonwealths it has been held that capital stock practically 
represents the property, and that the tw'o are to all intents and 
purpovses interchangeable terms.^ As regards the tax on capital 
stock in general, other commonwealths, however, have decided, 
and the federal courts have affirmed the decision, that it is not a 
tax on the property. Thus, it has been held that the Delaw^are 
railroad tax of one-quarter of one per cent on the actual cash 
value of the capital stock is a tax not on the property or on the 
shares of individuals, but on the corporation, measured by a 
certain percentage on the value of its shares.*^ In like manner 
the Massachusetts taxes on the corporate excess, i.e. on the 
whole value of the corporate shares and on the capital stock in 
excess of the value of the real estate and machinery, have been 

1 Maryland vs. Central Savings Bank, 72 Md. 92; Coiic vs. Society for 
Savings, 32 Conn. 173, affirmed in 6 Wall. 594; Provident Institution vs. 
Massachusetts, 8 Wall. 611. See also Commonwealth vs. Savings Bank, 123 
Mass. 493; Jones vs. pavings Bank, 66 Me. 242. 

* Bartlett vs. Carter, 59 N. H. 105. 

* Jones vs. Davis, 3 Ohio, 474; Burke vs. Badlam, 57 Cal. 594; New Or- 
leans va. Canal Co., 29 La. A. R. 851; Whitney vs. Madison, 23 Ind. 331; 
County Commissioners vs. National Bank, 48 Md. 117. But see Wilkens 
vs. Baltimore, 103 Md. 293, reversing the former doctrine. 

* The Delaware Railroad Tax Case, 18 Wall. 206. 
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pronounced taxes on the franchise.^ In a later case it has been 
held that this tax, although nominally upon the shares of capi- 
tal stock, is in effect a tax upon the organization on account of 
property owned or used by it, and therefore valid. It is an ex- 
cise tax, not a property tax, and therefore not limited by the 
constitutional restrictions as to the uniform taxation of all 
property.- On the other hand, the Connecticut courts have 
held that the tax on capital stock and debt is a tax not on fran- 
chise, but on property; ^ and the older cases in Alabama and 
Missouri were similarly decided.^ 

Secondly, in the case of capital stock as measured by divi- 
dends, the courts of Pennsylvania and New York have arrived 
at diametrically opposite conclusions. In Pennsylvania a long 
series of cases has consistently maintained the doctrine that the 
tax is one on property.^ The court has endeavored to lay down 
this rule: — 

“ The test whether the tax in any given case is a franchise as dis- 
tinguished from a property tax, would s(^eiu to be that a tax according 
to a valuation is a tax on property, whereas a tax imposed according 
to nominal value or measured by some standard of mere calculation-- 
as contrasted with valuation — fixed by the law itself may be a franchise 
tax.” * 

The New York and New Jersey courts, on the other hand, 
have held the tax on capital stock to be a franchise tax.^ The 
New York case w'as carried in last instance to the federal court. 
Of course the fact that the statutes of Massachusetts and New 
York expressly declared the tax to be a franchise tax was of no 
weight; for it w^as justly contended that no importance should 
attach to mere nomenclature. But the United States Supreme 
Court had already shown the tendcuicy of its thought in the 
Massachusetts and Delaware decisions just cited. In a subse- 

^ Hamilton Co. vs. Massachusetts, 6 Wall. 032; Commonwealth vs. Ham- 
ilton Manufacturing Co., 94 Mass. 298; Manufacturers' Insurance Co. vs. 
Loud, 99 Mass. 140; Portland Bank vs. Apthorp, 12 Mass. 252 (1815), the 
basis of all subsequent decisions. 

2 Western Union Telegraph Co. vs. Massachusetts, 125 U. S. 530. 

• Nichols vs. Railroad Co., 42 Conn. 103. 

* State vs. Insurance Co., 89 Ala. 335; State vs. Railway Co., 37 Mo. 265. 

“Fox’s Appeal, 112 Pa. 359; Commonwealth vs. Standard Oil Co., 101 

Pa. 119; Phoenix Iron Co. vs. Commonwealth, 59 Pa. 104; Catawissa Appeal, 
78 Pa. 59. 

« 101 Pa. 127. 

^ People vs. Home Insurance Co., 92 N. Y. 328; Singer Co. vs. Heppen- 
heimer, 25 Vroom, 439. 
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quent case, the court said, although indeed obiter ^ that the New 
York tax was “ a franchise tax in the nature of an income tax” ^ 
Finally, in a later case, the tax was definitely pronounced to be 
on franchise, the court holding that the tax was not upon the 
capital stock nor upon any bonds of the United States com- 
posing a part of that stock; but that reference was made to 
the capital stock and dividends only for the purpose of deter- 
mining the amount of the tax to be exacted each year.^ 

This decision may be d{‘fended on economic, as well as on 
legal, grounds. It may be grantcnl, and in fact it is difficult to 
dispute the contention, that the tax is in one sense a tax on capi- 
tal stock. Nevertheless, it does not follow that the tax is a prop- 
erty tax; for from the economic point of view capital stock is 
not lu^cx^ssarily idcaitical with the j^roperty of a corporation. 
In the first place there is tiie question of the market or par value 
of the stock. Some of the commonwealths, as we know, tax 
corporations on the amount, i,e. the par value, of the capital 
stock. Yet manif(?stly, where the market value of the stock 
may be double or half the i)ar value, it cannot be maintained 
that the latter is identical with, or an index to, the value of the 
property. In no senses, therefore^, can capital stock at its par 
value be declared equivalent to the whoki proi)erty. Even if 
we take the market value of the sto(;k, we are not in a much 
better position, for many of our (corporations, especially rail- 
roads, are created on the proceeds of the bonds. In such cases, 
although the pro})erty may be great, the profits are devoted 
mainly to met'ting the interest on tin; bondc^d debt, and since 
there may be no dividends, the value of the stock may be very 
slight. Y^et the proi)erty which i)roduc('s these profits may be 
enormous. Evidently the capital stock and the whole property 
are not identical. But we may go still farther. Even in the case 
of corporations without a bonded debt, but whose property does 
not pay good dividends, the capital stock at its market value 
is no index of the value of the property. Thus, a model-dwellings 
company may have property worth a million dollars; yet if it is 
so managed as to pay no dividends, the stock will sell in the 
market for a very small sum. The value of this depreciated 
stock is evidently not the same as that of the company's real 
property. They are not interchangeable terms. Hence, from 

‘ Or, as it was said in another place, *‘a tax upon its franchise based upon 
its income.” Mercantile Bank vs. New York, 121 U. S. 158, 160. 

* Home Insurance Co. State of New York, 134 U. S. 594. 
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whatever point of view we regard it, capital stock is not identical, 
economically speaking, with the total corporate property; a tax 
on capital stock is not a tax on the entire property. 

The courts of New Jersey, New York and the United States 
are then quite right in their decisions; and the Pennsylvania 
cases seem to be incorrect both in law and in economics. 

The third case in which the question of a franchise tax is 
of importance is in connection with the subject of interstate 
commerce. The growth of the interpretation put upon the 
principle that no state may levy a tax interf earing with interstate 
commerce will be more fully discussed hereafter.^ It may be 
stated here, however, that in a large number of cases it has 
been held that a tax on the franchise of a domestic corporation 
is valid even though the value of the franchise is measured by 
the gross receipts, a part of which are derived from interstate 
commerce.- Were the tax not a franchise tax, it might be 
invalid as a tax on interstate business. 

It will be seen from the above review that the entire treat- 
ment of this kind of a franchise tax is based largely on a legal 
fiction. The conception is legal, not economic. It was de- 
vised by the legislatures and extended by the courts in order 
to evade the evil results of the general property tax.*"’ It is 
remarkable that in the state of New York, where the common- 
wealth tax on capital stock is held to be a franchise tax, the 
local tax on capital stock, which is levied in almost the identical 
way, is held to be a property tax. In the local tax a deduction 
must be allowed for any non-taxable property in wliich the 
capital may be invested; in the state tax no such deduction 
is permitted.^ Such a distinction is economically incorrect, 

^ hifra, pp. 264 et seq, 

2 State Tax on Railway Gross Receipts, 15 Wall. 284; Maine vs. Grand 
Trunk R. R. Co., 142 U. S. 217; People vs. Wemple, 117 N. Y. 136, and 
other cases cited below. 

3 This is apparent from the New York law of 1866, chap. 761, which 
declared the privileges and franchises of savings banks to be personal prop- 
erty, and t axable to an amount not exceeding the gross sum of the surplus 
earned. In Monroe County Savings Bank es. City of Rochester, 37 N. Y. 
365, the law was upheld, although the bank had a portion of its property 
invested in United States bonds. The court held that since the tax was 
upon a franchise it was unimportant in what manner the property of the cor- 
poration was invested. “The reference to property is made only to ascer- 
tain the value of the thing assessed.*' 

* People vs. Barker, 139 N. Y. 55; People vs. Commissioners, 72 Hun, 
126; People vs. Coleman, 126 N. Y. 43^ 
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however defensible it may be on the legal ground that in the 
one case we are dealing with a tax on property and in the other 
with a tax on privilege. Except in so far as corporations may 
be made to pay for their charters, there is no reason why they 
should be put on a different footing from joint-stock companies 
or other associations. The ability of an association to pay — its 
earning power — is not changed a whit by the simple fact of in- 
corporation. The privilege of limited liability, however im- 
portant it may be to the individual stockholders and however 
great the amount that may be demanded for the privilege as a 
condition precedent to organization, does not alter the taxable 
capacity of the association after it has once become; a corpora- 
tion. If the corporate franchise, in the sense of the privilege of 
b(;ing a corporation, itself constituted the only justification of a 
tax, how would it then be possible to tax unincorporated com- 
panies in the same way? And yet to exempt the latter would 
clearly constitute a glaring economic inequality. 

The value; of the franchise from the economic point of view 
consists in the (*arning capacity of the corporation. That is 
the real basis of all taxation and can best be gauged by the 
amount of business done. It will be remembered that the court 
says: ^‘Whether the tax upon a domestic corporation be called 
a tax upon franchise or upon business is wholly unimportant.^^ ^ 
We may go farther and say that from the economic standpoint 
it is wholly immaterial whether the tax upon any corporation 
be called a tax on franchise or a tax on business. In an economic 
sense the franchise tax means nothing at all. It is so utterly in- 
definite that it defies exact analysis. However valuable it 
may be to the lawyer in the effort to evade certain constitutional 
restrictions, to the student of the science of finance it is a useless 
conception. 

If we sum up the above discussion as to the two kinds of 
franchise tax which we have Ix'en studying — the franchise tax 
as a property tax and the franchise tax as a non-property tax — 
we are in a position to gauge its real value. The first kind of a 
franchise tax, as we now know, was devised in order to fit a 
concept based primarily upon earnings or income into a system 
of taxation based on property or capitalized income. The second 
kind of a franchise tax was devised, as we have seen, to over- 
come the still remaining difficulties of a property tax. The 
objection to the first kind of a franchise tax is that as a property 

» 96 N. Y. 396. 
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tax it is a mere piece of guess work, leading to arbitrariness and 
furnishing no opportunity for effective redress on the part of 
the taxpayer. The objection to the second kind of a franchise 
tax is that it is a mere makeshift or legal subterfuge. Both 
kinds of franchise taxes furnish eloquent testimony to the 
shortcomings of a tax system where the criterion of ability 
to pay is still made to reside in property rather than in product 
or income. For all the manifold complications and litigations 
that attend the American franchise tax are unknown elsewh(‘re 
in the world where the general test of faculty in taxation is 
considered to be income rather than property. The problem 
of the franchise tax is a part of the problem of the general 
property tax; if we ever sliake off the incubus of the g(.‘neral 
property tax theory, as we arc bound to do in the not distant 
future, the entire probU'm, and the conception itself, of the 
franchise will disappear from the realm of taxation. 

II. Economic Theory 

Let us therefore leave this whole subject of franchise taxation 
and attempt to analyze the economic principles underlying 
the taxes actually in vogue, irrespective of the question whether 
they are called franchise taxes. It will be best to take them up 
in the order adduced above. ^ 

The general property taXy or the taxation of the corporate 
realty plus its visible and invisible personalty at its actual value, 
assessed piecemeal by the local assessors as in the case of in- 
dividuals. It will not be necessary to show the inadequacy of 
this primitive plan; all the actual reforms are moving away 
from it. With the variation of this system known as the ad 
valorem tax, assessed by a state board under the unit plan, we 
shall deal below. But so far as the general property tax with 
local piecemeal assessment is concerned, we may conclude with 
the railroad tax commission of 1879, that as a system it is open 
to almost every conceivable objection.^ 

The cost of the property. As a basis for taxation this is even 
less defensible than the value of the property. For no one 
would assert that the original cost of corporate property bears 
any necessary relation to the present value, much less to its 

' Supray pp. 219-220. 

* Taxation of Railroads and Railroad SecuritieSy by C. F. Adams, W. B. 
Williams and J. H. Oberly (1880 j, p. 8. 



THE TAXATION OF CORPORATIONS 


239 


present earning capacity. This method is so obviously unjust 
as to deserve no further mention. 

The capital stock at its market value. This plan is open to 
several vital objections. Tiie ide3a is that the market value 
of the stock will be practically equivalent to the value of the 
property, or, as it is put by some of our state courts, that 
the entire property of a corporation is identical with its stock. 
As has already been observed, heavily bonded corporations 
would in this way entirely escape taxation; because in such 
cases — and they are the great majority — the capital stock 
alone would not represent the value of the property. Secondly, 
ev('n in the case of corporations without any bonded debt, 
the tax is unjust, because it does not necessarily bear any rela- 
tion to the earning capacity. If a company without bonded 
debt pays dividends, the value of the stock is indeed a fair index 
to earning capacity; its value would represent the capitalized 
earnings. But if thc're are no dividends, the value of the capital 
stock is wholly uncertain and largely speculative, depending 
on the manipulations of the stock exchange. It frequently 
happens that non-dividend-paying stock fluctuates in value 
from thirty to fifty per cent within one year. A standard of 
taxation which in such large classes of cases bears no propor- 
tion to the earning capacity or productiveness of the property 
clearly cannot be successfully dcifended. We can again agree 
with the railroad tax commission in their conclusion that the 
tax on the value of the capital stock is ^V*lumsy and devoid 
of scientific merit, that it would admit of evasions in a most 
obvious way,” and that “it is impossible of any general appli- 
cation.” ^ 

The New York statute which governs the taxation of cor- 
porations for local purposes requires the capital stock to be 
assessed “at its actual value in cash.” In determining the 
“actual” value, the assessors may take “book value,” i.e. a 
value obtained by estimating the assets separately and deduct- 
ing from the aggregate the total amount of the liabilities, 
actual or contingent. ’ The latter method is employed when the 
market value of the stock is fictitious or artificially inflated, but 
in principle is open to precisely the same criticism as the other 

' Report, etc., p. 7. Cf. the Report on the VahuUion and Taxation o) 
Railroads, to the Pennsylvania Tax Conference, 1894, written by Mr. 
Joseph D. Weeks. 

* 107 N. Y. 541. 
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method. In fact, the objections are rather stronger; for, whereas 
in the case of the tax on capital stock according to market 
value the bonded indebtedness is not taxed at all, in this case 
the bonded indebtedness is actually deducted. Under the 
New York law it has been decided that capital stock” does 
not necessarily mean share stock, but the capital owned, the 
fund required to be paid in and kept intact as the basis of the 
business ent('rprise. When the capital is undisclosed, the assessor 
may consider the market value of the shares as an aid in dis- 
covering the capital, but not as the thing to be valued and 
assessed.^ In the state franchise tax, however, whenever the 
law re<iuires the “ intrinsic or actual value ” of the stock to be 
ascertained, it has been held that book value does not govern 
the valuation, but that the good will is also to be included.^ 

According to the Pennsylvania law of 1891 the capital stock 
on which the tax is assessed is to be appraised ^^at its actual 
value in cash, not less however, than the average price which 
said stock sold for during said year and not less than the price 
indicated or measure by net earnings, or by the amount of profits 
made and either declared in dividends or carried into surplus 
or sinking funds.” This has led to much litigation. It has been 
decided, for instance, that the price at which the shares sell 
in the market is not conclusive;^ and in a more general way 
that the actual value in cash is to be determined by ‘^considering 
the value of the tangible property, the amount of its business, 
the rate of dividends declared, and the extent and value of its 
good will, franchises, and privilcge.s, as indicated by the evidence 
bearing upon those subjects at that particular time.'* The 
result is that in practice the taxation of capital stock, by such 
a method of appraisal, does not differ much from the ad valorem 
system mentioned below. 

The capital stock at its par value. This method is open to all 
the objections of the preceding and to many more in addition. 
Moreover, it is peculiarly liable to evasion. For example, in 
New York it was a common practice, before the recent reduction 
of the rate to a minimum, for corporations to evade the organiza- 

^ People vs. Coleman, 126 N. Y. 433, distinguishing many preceding cases. 
See also People vs. Commissioners, 72 Hun, 126 (1894). 

2 People ex rel. J. B. Co. vs. Roberts, 37 App. Div. 1 (1899) ; and People 
ex rel. Johnson Co. vs. Roberts, 159 N. Y. 70 ^899). 

» Com. vs. Pliiladelphia Co., 164 Pa. 284 (1894). 

♦Com. vs. John W. Haney Co., Lim., 1 Dauph. Co. Rep. 184 (1895); 
cf. Com. vs. Del, Susq. & S. R. R. Co., 165 Pa. 44 (1894). 
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tion tax by issuing a nominally small capital, but selling it to 
the stockholders at a premium of several hundred per cent; 
the market value of the stock thus being many times the 
par value. The sole recommendation of this plan is the facility 
of fixing a basis for assessment; but this does not compensate for 
its obvious defects. The par value of stock is no gauge of either 
the real worth of the property or its earning capacity. 

The cajriial dock plus the bonded debt at the market value. 
The justific^ation for adding to the value of the stock the value 
of what the company owes, in the shape of its funded debt, 
is the fact that the indebtedness makes the stock worth just so 
much less. The sum of the two (dements is a better index to the 
value of the property than the capital stock alone. This method, 
while preferable to any that has hitherto been discussed, is yet 
not entirely free from objections. The proceeds of the tax will 
ace.rue not to the state of the owner’s residence, l)ut to the 
state where the corporate property is situated. Secondly, 
the market value of bonds depends not only on the rate of 
interest but also on the life of the security. Two companies may 
have raised exactly the same amount from the sale of 6% bonds, 
and yet at any given time the bonds of the one corporation 
may have a long time to run and those of the oilier corporation 
onl}^ a short time. If the normal rate of interest has fallen 
to let us say 4%, the market valuer of the bonds of the first 
corporation will be far higher than that of the bonds of the 
second corporation. Yet- the discrepancy represents not any 
difference in the value of the respective corporate projierties, 
but simply the difference in the amortization quota of the 
two classes of bonds. ^ Thirdly, when the tax is on bonds as 
well as on stock it will be inadequate, bec*ause applicable only 
to the bonds owned by residents of the state. If the tax is, 
however, levied not on the bonds, hut on a valuation equal to 
the stock plus bonds, this objection may be obviated. Both 
these points will be discussed more fully below. Fourthly, 
in all those cases where the corporation pays no dividends and 
its stock nevertheless possesses a speculative value, the tax, 

, for the reasons adduced above, will not necessarily bear any 

1 This inequality will in some cascis be partly compensated by a chanjjie 
in the value of the stock. Although the bonds that mature earlier are worth 
less, the stocks of the short-term^’ companies are apt to be worth more 
because of the ability of the corporation to refinance on more favorable 
terms. 
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relation to the earning capacity of the company. In short, while 
this method is far better than the taxation of capital stock, 
it does not avoid all the objections that have been urged against 
the latter. 

There remain thus only the taxes on earnings, on business, 
on dividends and on profits. 

The gross earnmgs. This tax was the one recommended bv 
the railroad tax commission. It possesses many undeniable 
advantages. It is certain, easily ascertained and not susceptible 
of evasion. But it has one serious defect; — it is not propor- 
tional to the real earning capacity, it takes no account of the 
original cost, nor does it pay any regard to the current expenses, 
which may be necessary and just. For example, when the 
cost of building a railroad is great, its gross earnings must be 
correspondingly large in order to enable its owners to realize 
any fair return on the inxa^stment. A tax on gross earnings 
does not recognize this distinction. It discriminates unfairly 
between companies, and makes a line built at great (expense 
and with great risk pay a penalty for the (mterprise of its con- 
structors. Again, a gross earnings tax takes no account of 
expenses. Of two corporations which have equally large gross 
receipts, one may be in a naturally disadvantageous position 
which unduly increases the cost of operation or managcanent. 
Clearly its ability to pay is not so great as that of its rival in 
possession of natural advantages. Above all, the gross (‘arnings 
tax makes no allowance for good management. If a corporation 
is managed with such ability that its busin(\ss increases greatly, 
this will ordinarily mean a great increase in gross receipts; 
while, on the other hand, the net naanpts or profits, although 
also larger, will almost surely increase not indeed in a smaller 
ratio, but to a smaller actual extent, than gross receipts. For 
with a larger business there come greater expenses. The prospect 
of increased net receipts is of course the stimulus to activity 
on the part of the owner; but if the tax is imposed on gross 
receipts, that stimulus will be pro tanto weakened. Thus a 
tax on gross receipts is really a tax on enterprise and foresight, 
and a premium on supineness or inactivity. In short, the 
gross receipts tax is like the old tithe, the most primitive of 
all land taxes. 

These defects in the proportional earnings tax are so ap- 
parent that several commonwealths, as we know, have intro- 
duced, in the case of railroads at least, the graded gross earnings 
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tax, the rate per cent increasing with the earnings. But this 
system removes the objection only in part; for the graduation 
takes place only up to a certain point. Above all, there is no 
guarantee that the increase of net receipts will correspond to 
the increase of the gross receipts. There is no necessary con- 
nection between them. A corporation with gross receipts of 
five thousand dollars p(‘r mile may have actually less net receipts 
than one with four thousand dollars per mile. In such a case 
a graded earnings tax would intensify the disadvantages of 
the first line and augment the injusti(;e. To tax gross earnings 
is, therefore, in theory at least essentially a slip-shod method. 
In practice^, Iiowc^vct, as we shall see, its administrative advan- 
tages are so mark(Ml as to nmder the gross earnings tax under 
certain circumstanc'es desirable. 

The hudness transacted This tax, while closely analogous 
to the gross earnings tax, does not possess all its advantages. 
The business may be large but not lucrative. An extensive 
l)usiness does not m(‘an even proportionally extensive gross 
earnings. The business transact(‘d is an exceedingly rough 
way of ascertaining the prosperity of a corporation. It affords 
no accurate test of i)rofits, and fails to take account of the 
personal equation which may make all the difference between 
good and bad management. Clearly, the tax on business is but 
a clumsy device. 

The dividends or the capital stock according to dividends. 
Economically speaking these taxes are the same; but from 
the legal point of view, at least according to the opinion of 
the Supreme Court, there is a decidi'd difference. The dis- 
tinction is brought out in connection with the subject of extra- 
territoriality, and will be fully discussed below. We are here 
dealing only with the economic probh'm. 

The dividends tax, it may be said, is good so far as it goes; 
but it does not go far enough. It is indeed true that some 
of the objections are slight. Thus it has been contended that 
this tax fails to reach the profits which are not divided but 
which are simply put into a reserve fund; and some common- 
wealths have even sought to obviate the supposed difficulty by 
providing that the tax should apply to the dividends, whether 
declared or merely earned and not divided. This objection, 
however, is not of great importance; for even if the undivided 
earnings are not taxed, they go into the reserve or surplus fund; 
and as this increases the corporate capital, it must in the long 
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run lead to increased earnings on the larger capital. Sincft 
the surplus cannot be incre^ased indefinitely, it will ultimately 
find its way to the shareholders as dividends, and thus become 
liable to the tax. 

Another objection which might be urged is that a corpora- 
tion may devote a portion of its earnings to new construction 
or to new equipment. This expense may be defrayed out of 
profits, instead of from the capital or construction fund. The 
dividends in such a case, it might be said, do not represent the 
actual earning capacity of the enterprise. While this is true 
temporarily, the improvements made by the corporation 
nec(?ssarily enhance the value of the property and ultimately 
lead to increased dividends, so that in the long run a tax on 
dividends would still reach the corporation. 

The real objection to the dividends tax is of quite a different 
character. It is inadequate when applied to those corpora- 
tions which have bonded indebtedness. Thus one corporation 
having no bonds may earn enough to pay dividends of five 
per cent on its stock, while another, with the same earnings, 
may have devoted half to the payment of interest on bonds, 
and only half to the payment of dividends. A tax on dividends, 
while nominally just, would be actually most unjust, for one 
corporation would pay just twice as much as the other. The 
objection has been recognized in American legislation, but only 
once. The United States internal revenue law of 18G4 pro- 
vided for a five per cent tax (raised from three per cent in 
1802), which, in the case of railroads, canals, turnpike, naviga- 
tion and slackwater companies, was imposed on all dividends, 
as well as on all coupons or on all interest, on evidences of 
indebtedness and on all profits carried to the account of any 
fund. In the case of those companies which were not presumed 
to have any bonded debt, like banks, trust companies, savings 
institutions and insurance companies, the tax was imposed 
only on dividends and surplus. The federal law, indeed, 
violated strict consistency in imposing a gross earnings tax 
also on transportation and on certain insurance companies; 
but the correct implication in the law was the inadequacy of 
a tax on dividends alone. On the other hand, the federal law 
of 1909 imposing an excise tax of 1% on the ‘‘net income” 
of corporations is open to serious objections. For it permits 
among the deductions from gross income all interest actually 
paid in the year on bonded or other indebtedness up to an 
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amount of debt equal to the paid up capital. That is, since 
interest on the bonds is not taxable, the tax is virtually levied 
on dividends, or at all events on the sums available for divi- 
dends. In fine the objections to the dividends tax are closely 
analogous to those which we found in the capital stock tax as 
compared with the tax on stock plus debt. Its great defect 
is that it reaches only a part of the corporate earning capac- 
ity. 

We thus come finally to the tax on net earnings j or rather 
on net receipts, })rofits or income. This is the most logical 
form of corporate taxation. The tax is not, like the gross 
earnings tax, unequal in its operation. It holds out no induce- 
ment, like the general property tax, to check improvements. 
It is just; it is simple; it is perfectly proportional to productive 
capacity. In short, it satisfies the requirements of a scientific 
system. 

Several objections, however, might be raised to a tax on net 
receipts. One is that the accounts may be “ cooked by paying 
unduly large salaries to the officers; that is, the profits may Ix' 
divided as nominal expenses, thereby leaving very insignificant 
net receipts or none at all. This objection, however, would not 
apply at all to the vast majority of corporations, whose stock or 
bonds are held by outside parties, that will not consent to see 
their dividends or interest curtailed by any practices of this 
nature. The danger can be real only in respect to the few cor- 
porations in which the stock is owned entirely by the manage^rs. 
But these are chiefly manufacturing corporations, which, as 
we know, are usually exempted from the general corporation 
tax. Even hero, however, the danger is not very great. We 
hear of no complaints on this score in the American common- 
wealths where the net receipts tax prevails; and in Europe, 
where this method of taxation is well-nigh universal, the objec- 
tion has never been raised. It may thus be pronounced of little 
importance. 

Secondly, it may be contended that the tax is impracticable 
in the case of great railroad corporations which, having leased 
lines in other states, are interested in so manipulating the 
traffic that the heavily mortgaged leased lines will earn little or 
nothing above fixed charges. Such cases are very common. 
The commonwealths in which such leased lines are situated will, 
it is argued, be robbed of the whole benefit of the tax; since the 
proceeds accrue to the state of the parent company. In reality^ 
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this objection arises simply from a quibble about words. Of 
course ne^t receipts must be strictly d(^fined. The logical basis 
of corporate taxation is the total annual revenue from all sources 
minus all actual expenditures except interest and taxes. The 
reason for not deducting fixed charg(\s, i.e. interest on the bonds, 
is the same as that wliich leads some of the states to levy the 
railroad tax on capital plus debt, and which made the federal 
government in 1864 tax coupons as well as dividends. Both 
together represent earning capacity.^ Although the interest 
on the funded debt is known by the name of fixed charges, it 
is really part of the profits which, in the absence of funded debt, 
would go to the shareholders as dividends. It would obviously 
be suicidal so to frame the definition of net receipts as to ex- 
clude this interest on bonds. Net receipts of a corporation mean 
gross receipts minus actual (current (expenses. Any other defini- 
tion would confuse the whole conception. 

In several commonwealths some very dubious and arbitrary 
distinctions have been attempted. The Minnesota courts have 
held that “earnings’^ means only receipts from oi)eration.^ 
Under the New York law it has been held that income means 
gross income, and that profits'^ means gross profits, not clear 
profits; ^ but this decision was owing to some peculiarities of the 
statutory phraseology. From the standpoint of the science of 
finance we understand by ^Tncome,’^ net income, and by prof- 
its,’’ only net profits. So in Pennsylvania and Alabama it has 
been held that income, gains or net earnings means the whole 
product of the business, deducting nothing but expenses.^ 
In Penns 3 dvania it has been well settled that net earnings are 
the excess of gross earnings over the expenditures incurred in 
producing them and the amount incurnnl in necessar}^ repairs, 
but not including the amount exi^endcd in enlarging or ex- 
tending the works. ^ The Thurman law, indeed, which regulated 
the relations of the federal government to the Pacific railroads, 
defined net earnings in a different way, viz., as the gross earnings, 

* Cf. supra, pp. 106-107. 

2 State vs. Railroad Co., 30 Minn. 311. 

* People vs. Supervisors of Niagara, 4 Hill, 20; People vs. Supervisors of 
New York, 18 Wend. 605. 

* Commonwealth vs. Pa. Gas Coal Co., 62 Pa. 241 (1869); Board of Rev- 
enue vs. Gas Light Co., 64 Ala. 269. In the case of mines, *^net proceeds 
have been defined; Montana Code, § 1791. 

® Com. vs. Minersville Water Co., 13 Pa. C. C. 17 (1893); and Com. vs, 
Sharon Coal Co., 164 Pa. 284 (1894). 
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deducting “the necessary expenses actually paid within the 
year in operating the lines and keeping the same in a state of re- 
pair/^ and also deducting “the sums paid by them in discharge 
of interest on their first mortgage bonds/' but “excluding all 
sums paid for interest on any other portion of their indebted- 
ness." ^ The explanation of this arbitrary definition lies not in 
any economic principle but in a j)articular legislative provision 
whereby the first mortgage bonds were given precedence over 
the government liens. The Supreme Court has held that “net 
earnings" as here used exclude expenditures for new construe 
tion and new equipment. “ In Virginia the taxable net income of 
corporations was formerly ascertained by “deducting from gross 
re(;eipts the costs of ojx'ration, repairs, and interest on indebt- 
edness." So also by the federal law of 1909 the excise tax is 
vitually levied only on corporate dividends; but this, as we have 
seen, is economically incorrect. Interest on bonds should not be 
exempted. 

If it be desired to obtain in the case of railroad companies a 
more exact definition of net receipts or income, the following 
would be a sound method of procedure: Gross receipts consist 
of all earnings from transportation of freight and passengers, 
receipts from bonds and stocks owned, rents of property and all 
miscellaneous receipts from ancillary business (enterprises or 
otherwise. From these aggregate gross receipts we should 
deduct what are classified by the Interstate Gonirnerce C'om- 
missiem as operating expensces."^ No deduction should be made 
for fixed charges, ^.c. for taxes or for int(er(?st on the debt, or for 
the amount used in n(‘w construction, in betterments, in invest- 
ments, in new equipment, or for any of the expenditures that 
find their way into profit and loss account. 

The method here suggested would lead to the abolition of 
one of the serious abuses of American railway management — 
that of putting all possible expenses into the construction ac- 
count. The railways, for example, formerly often failed to 

* Act of May 7, 1878, 45th Cong., 2d Sees., chap. 96, sec. 1. 

2 Union Pacific R. R. Co. vs. United States, 99 U. S. 419. 

* The operating expenses which it is permissible to deduct from the gross 
receipts are defined as ^‘maintenance of way and structures^' including: 
“ repairs of roadway and renewal of rails and ties; repairs and renewal of 
bridges and other structures; maintenance of equipment; conducting trans- 
portation, including: salaries and wages in the operating department, 
supplies, car mileage, switching charges, damage for injuries, advertising, 
outside agencies and commissions; and general expenses." 
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charge the maintenance and repair of their rolling stock to cur- 
rent expenses. When the equipment has become unserviceable, 
new stock is bought and charged to the construction or to the 
profit and loss account. In the meantime the nominal earnings 
of the railway seem large, and the managers reap whatever 
temporary benefit they may desire. The taxation of net profits 
in the sense that has been indicated would tend to check this 
practice, since deductions would be allowed for maintenance, 
but not for new equipment. A tax on net receipts, thus, prop- 
erly defined, would possess not only a financial, but also a wider 
economic advantage. 

The federal corporation tax of 1909 gives a definition of net 
income which is clear and satisfactory, with the exception, as 
noted above, that it permits deductions for taxes and for inter- 
est on debt. Omitting tliese two points, the definition is as 
follows: 

“Such net income shall be ascertained by deducting from the gross 
amount of the income received within the year from all sources: (First) 
All the ordinary and necessary expenses actually paid within the yc'ar 
out of income in the maintenance and operation of its business and 
properties, including all charges such as rentals or franchise payments, 
required to be made as a condition to the continued use or possession 
of property; (second) all losses actually sustained within the year and 
not compensated by insurance or otherwise, including a reasonable 
allowance for depreciation of property, if any, and in the case of in- 
surance companies, the sums other than dividends paid within the 
year on policy and annuity contracts’ and net addition, if any, required 
by law to be made within the year to reserve funds: [(third) and (fourth) 
omitted as representing taxes and interest] ; (fifth) all amounts receiv'd 
within the year as dividends upon stock of other corporations, etc., 
subject to the tax herein imposed.” ' 

So far as intra-state carriers are concerned, most of the state 
commissions now follow the system prescribed by the federal 

^ In an interesting memorandum by a number of prominent accountants 
attention is called to the fact that it would have been far more in consonance 
with modern accounting methods to substitute for the words “expenses 
actually paid” the words “expenses actually incurred”; and for the words 
“losses actually sustained” the words “loss(^s actually {iscertained”. See 
The Corporation Tax Law of 1909, A Letter to the Members of the American 
Association of Public Accountants together u'ith Copies of Correspondence ivith 
the Attorney General, New York, 1909. 
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commission. As to other public-service corporations less prog- 
rciss has been made, although the public-utility commissions 
in some important states like New York, New Jersey and Wis- 
consin have laid down equally minute rules applicable to these. 
With every year, tln^refore, the objections to the net earnings 
TuU) based on inability to define net earnings are losing 
force. 

A final objection, occasionally urged, is that the net earnings 
tax is inadequate for the reason that corporations sometimes 
have no net earnings while the govermnent always needs a 
n'venue. This objection, however, is without much weight. 
For if the accounts are carefully prescribed, the absence of net 
earnings will be far less frequent than is commonly feared; and 
if it nevertheless happens that in any particular year a given 
corporation actually earns nothing, th(‘re is no reason why it 
should be called upon to pay the tax. If the rule — no net earn- 
ings taxation because of the possibility of no net earnings — were 
strictly followed, it would render impossible any general income 
tax on individuals; and yet, as we know, the tendency through- 
out the world is towards an income tax. The fact that individ- 
uals here and there fail to secure an income from their business 
or otherwise is not considered any valid objection to the imposi- 
tion of an income tax in general. Corporations, like individuals, 
normally make profits; and where losses are incurred by some, 
they are more than compensated by the profits of others. The 
public revenue continues because of the balance of profit mak- 
ers. Moreover it must not be forgotten that under a proper 
system of taxation, a corporation even without any net earn- 
ings would still be subject to taxation on its real estate for local 
purposes. But to tax a corporation for state purposes on its 
property when the property yields nothing, or on its gross 
receipts when the receipts are all swallowed up by necessary 
expenses, is assuredly not to be defended on any principle of 
equity, as a permanent rule. Above all, however, if in the 
exceptional case of no net earnings it is still desired to secure 
a revenue it is easy to adopt the simple solution of the problem, 
as practised in Austria.^ The tax there is levied on net earnings, 
but in no case is permitted to be less than a certain percentage 
of the corporate capital. In this way net earnings are reserved 
as the normal basis of the tax, and yet some revenue is assured 
to the government. 


* Cf. infray p. 263. 
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III. Practical Reforms 

It is clear from the above discussion that the various methods 
that have been reviewed, have both advantages and drawbacks. 
Practically, however, there are two fundaiiK'ntal questions: 
(1) Shall we choose a tax on property in prefenaice to a tax 
on earnings? and (2) If the first question is answered in the 
negative, shall w() choose a tax on gross earnings in preference 
to one on net earnings? 

The problem involved in the first question is the advisability 
of the ad valorem system. This system, it will be remembered, 
differs from that of the general property tax discussed above, ^ 
in that the assessment of corporate property is made as a unit 
by a state board. 

There is no doubt that the od valorem system constitutes a 
decided advance over the primitive methods of the geiUTal 
property tax, not only because a valuation according to the 
unit rule, conducted by a state board, is at once more effective 
and more equal than the disjointed system, or lack of syst(un, 
involved in the piecemeal assessment by local officials; but 
also because the ad valorem system now usually includes the 
value of the franchise, which it is well-nigh impossible to reach 
by local methods. So much can freely 1 j(‘ admitted. But 
what shall be said of those states, like Michigan and Wisconsin, 
which have reverted from an earnings to an ad valorem system? 
Are' we to consider this a step forward or a step backward? 

The reasons for this reversion were twofold. In the first 
place, the earnings tax was imposed on gross earnings and 
some dissatisfaction was manifested with the lack of equality 
as between the corporations. We are told that “the principal 
objection was the inequalities produced in the relative amount 
of taxes paid by the different companies. The plan provided 
for a certain per cent of the gross earnings per mile and was 
graduated. It may have been the fault of the graduating, 
but the fact remains that the tax was not an equitable one and 
the system was abolished.^^ ^ As a matter of fact, however, 
this was not the principal objection. Of far greater weight was 
the second reason for the change, namely, the desire for so- 
called equal taxation as between individuals and corporations. 

' Supra^ pp. 145-148. 

Sixth Report of the Board of Tax Commissioners, Lansing, 1911, 

p. 55. 
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It was claimed, and the claim was undoubtedly well founded, 
that the property of the public-service corporations was not 
taxed at the same rate as that of individuals. It was pointed 
out that these corporations were practical monopolies, and it 
was alleged that their charges were extortionate, their profits 
inordinate, and their owners, while enjoying special privileges, 
unwilling to bear their fair share of the public burdens. This 
cry of equal taxation won the day, and the simplest method 
of carrying out tlu; mandate of the people s(‘emcd to b(' to make 
all corporate property liable eciually with that of individuals. 

It will at once occur to the critic to ask: if the gross earnings 
tax was objectionable chiefly on the ground of inadequacy, 
why would it not have been better simply to increase the rate 
of the tax and to leave all the machiiK'ry unaltered? It ap- 
peared, however, to those in charge of the movement in both 
Michigan and Wis(‘onsin that an increase in the rate of th(‘ 
gross receipts tax would be difficult to accomplish in the face 
of the powerful interests engaged, and that a far more effective 
and more easily understood battle cry would be that of the 
equal taxation of all property. This argument prevailed, and 
it is not to be denied tluit it may have been the part of political 
wisdom in those states; although it must be borne in mind that 
both in Minnesota at the time and in California a few years 
later the other argument proved equally effective as a political 
shibboleth, and that the desired equality was brought about 
simply by the imposition of higher gross earnings taxes. 

Moreover, from the point of view of tax reform in general, 
this demand for ‘‘equal taxation” of property must be pro- 
nounced regrettable and even mischievous. No one of course 
will dispute the desirability of equality in taxation; but it is 
necessary to define more exactly what this really implies. If 
a satisfactory norm of taxation, or criterion of ability to pay, 
is selected, equality in the application of this norm is assuredly 
to be desired. But, as w’^e have seen in an earlier chapter, 
property in general is no longer an adequate test of ability to 
pay. Equal taxation, so far as property is concerned, is supposed 
to mean the continuation of the general property tax, undiffer- 
entiated and unclassified. This theory, which is still so widely 
held by the average American, is really responsible^ for all our 
troubles. As we have seen, progress is taking place here, as 
it took place elsewhere, through a splitting up of the general 
property tax, through a classification of property and through 
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a differentiation of taxation. Moreover, it is none the less 
true that equality does not necessarily mean the iflentical tax 
at the same rate on every particular piece of property. But 
if this is so, and if, as is now not infrequently the case, we 
select certain kinds of property and tax them in a different 
manner or at a different rate, why, it may be asked, is not the 
same method applicable to corporations also? The cry for 
“equal taxation” reflects credit on the general intuition or 
instinct of the partisans of the ad valorem system, but it does 
not reflect the same credit on their knowledges For a more 
adequate acquaintance with fiscal theory would have brought 
them to the conclusion that the equal taxation of propead}' in 
modern times does not necessarily mean the equal taxation of 
the property owner; or to put it in another way, that the equal 
taxation of the taxpayers — whether individuals or corporations — 
does not necessitate an equal taxation of their propert}^ The 
test of equality under modern conditions is as we now know 
no longer to be found in the undifferentiated mass of property. 

It is instructive to note, moreover, that in the very state 
where the battle for ad valorem taxation was won on the plea 
that corporate property was undertaxed, the old priruaple 
should be thrown overboard, in the face of the welbfouncled 
complaints on the part of some corporations that they are 
now overtaxed. We read in a recent report of the special com- 
mission in Michigan the following: 

“This complaint (of inequality) must be considered in connection 
with the fact that the properties to be assessed by the state board of 
assessors forms a class different from that assessed under the general 
tax law. Where it is possible to separate property into classes for 
purposes of taxation, it is permissible to impose varying rates upon 
the different classes. 

“It is not the purpose of this system to make a discrimination be- 
tw^een the two classes, but if, incidentally in the process of adminis- 
tration, discrimination through a difference in rates arises, that fact 
does not even make a prima facie case against the equality of the tax 
levied through such a board of assessors or against the validity of the 
law.” 1 

In other words, 'tequal taxation” is to be invoked when it 
means a remedy for the relative over-taxation of individuals; 

* Report of Commission of Inquiry into Taxation, Lansing, Michigan, 
1911, p. 53. 
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but it is not to be invoked when it means the relative over- 
taxation of corporations. 

We may go still further and say that, entirely irrespective of 
the question of the basis of taxation, the attempt to put corpora- 
tions and individuals on precisely the same plane in matters of 
taxation is based upon an essentially erroneous theory and that 
it fails to distinguish between the principles applicable to nat- 
ural and to artificial personalities. For a corporation, after 
ail, is a fictitious entity whose economic power consists of that 
of its stockholdt^rs and bondholders. The fundamental point 
of our whole contention is that corporations should not be 
treated like individuals, but should be subjected to special 
forms of taxation. It is gratifying to see that the truth of this 
contention is now being recognized by the specialists in Germany 
and Switzerland — the two countries where the most active 
discussion of these topics, outside of the United States, has 
taken place ^ — as well as by those of this country “ and Canada. 

^ “Gewiss ist bei den AktiengoselLschaften eine besondere Steuerkraft 
vorlianden, aber dieselbe kann durch die alifi^emcdnen Subjektsteuern von 
Vermogen und Erwerb nicht in gmgneter W(‘ise in Anspruch gonommen 
w(^^den. Unser Wirtschaftskiben ist so komplizirt, dass die Subjektsteuern 
allein zur Verwirklichung der Prinzipien der allgemeinen und gerechten 
Bestcuerung nicht ausreichen. Dazu ist ein System verse hied enartiger 
Steiiern notwendig . . . und in (*in('m solchen Steuersystein darf eine 
sp(^zielle Aktiengesellschaftssteuer nidit fehlen. Derm auf die Aktiengeseli- 
schaften miissen, dem Wesen dieser Eorporationen entsprc'chend, bes- 
ondere Steuergrundsatze Anwendung finden.’’ — Dr. W. Gerloff, Die 
kantonale Besteuerung der Aktiengesellschafieii in der Sehweiz. Bern, 1906, 
p. 190. 

A similar conclusion is reached by the chief German writer on the sub- 
ject. “Fassen wir dius Ergdmis unserer kritiserhen Betrachtung der Be- 
steuerung der Aktiengescllschaften (lurch die deutschen Personalsteuern 
zusammen, so miissen wir als den Grundf(‘hler der deut schen Gesetzgebung 
bezeichnen, dass sie sich an die juristische Persiinlichkeit dcr Akti- 
engesells(!haft klammert, den wirthschaftliclKm Charakter der Unterneh- 
mungsform aber in keinerlei Weise beriicksichtigt. Von diesem rein forma- 
len Ausgangspunkte aus gelangt sie dazu, die Aktiengescdlschaften den 
physischen Personen nicht blosz in handelsrechtlicher, sondern aiich in 
steuerlicher Beziehung glcich zu stclkn (italics mine). Dass aber dieses 
liber einen Kamm Schcren nicht ohne Gewalt anwendung und ohne Hint- 
ansetzung der Prinzipien der Personalsteuern moglich ist, zeigen schon die 
mannigfaltigen Modifikationen die an den Steuergesetzen vorgenommen 
werden mussten urn den fUr physische Personen bestimmten Steuerrock 
Auch filr die Aktiengesellschaften einigermaszen passend zu machen.’' — L. 
Blum, Die steiwrliehe Ausnutzung der Aktiengesellschaften in Deutschland, 
Stuttgart, 1911, pp. 132-133. 

* Cf. the conclusion of Dr. G. E. Snider in his careful study, The Taxation 
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The Canadian commission which was instituted to probe 
this question to the bottom puts the matter so clearly as to 
deserve quotation in detail. After a comprehensive statement 
of the actual facts and after pointing out the various distinctions 
of fiscal importance between individuals and corporations, the 
commission proceeds: 

“In the light of the facts here pointed out it is quite obvious that the 
popular beli('f and claim that corporate property can and should be 
assessed and taxed on exactly the same basis as private pro}X3rty is 
quite impossible of realization. A survey of the actual })racticc of 
taxation in different states and provinces reveals the fact that, where 
both corporations and private individuals are professedh^ taxed on the 
same basis of real and personal projx'rty, the greatest inequality actu- 
ally prevails. Thus, if the tax is levied on tangible' proi)erty . . . cor- 
porations are found to be taxed very lightly as compared with indi- 
viduals. But where the so-called ad valorem or general i:)roperty tax 
has been applied to cori)orations, in such a way that their real and 
jKjrsonal propert}^ is valued by ca})italizing the income which the cor- 
j)oratioris derive from their whole business, as in the case of the new 
valuations in Michigan and Wisconsin, and, in milder form, in several 
other states, the result has been to very considerably overtax corpora- 
tions in proportion to private property. ... To place the capitalized 
income of corporations upon the same basis as the general property 
of private individuals is plainly neither an accurate nor an equitable 
adjustment of taxation, as between corporate and private property. 

of Gross Receipts of Railways in Wisconsin, Publications of the American 
Economic Association, Third Series, vol. 7, no. 4, 1906. After quoting the 
statement of the Wisconsin commission that “The safety of all interests rests 
on the principle of uniformity between all classes of properly . . . there 
must be equality between the classe.s lis well as between the prop('rty in the 
same class,'’ Dr. Snider nanarks (p. 120): “Such a program fails to rec- 
ognize modern industrial conditions and patcuit fiscal practi(!es. . . . The 
tendency and necessity have been for segregation and (4assification rather 
than aggregation and unification of property. The industrial organization 
is now so complex that uniformity between clasvses of proptTty is an indef- 
inite, indefinable and unattainable ‘ ideal.' What the Wisconsin and Mich- 
igan experience shows, what is made evident by the history of taxation in 
this country, is the selection of classes of property for special taxation. 
Real property has been the bearer in the past, corporations are having es- 
pecial attention at present, and especially corporations receiving special 
privileges from the state, A frank recognition of the true state of affairs 
would do much to clear away the debris in our tax systems. . . . Had the 
Wisconsin commission frankly recognized this principle and said *we 
believe that the railways are able to contribute more revenue to the state, 
and that it is desirable to levy a heavier rate upon them,' the i)re8ent sys- 
tem, based upon a false premise, with its possibilities of political corrup- 
tion, would not have been substituted for the tax on gross earnings." 
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Since then it is impossible to equitably tax private property and 
corporate property on the same basis, there is no necessary injustice 
or inequality in taxing them upon differtmt principles or by different 
public authorities. In fact, it is the attempt to tax them both upon 
the same principle which works injustice and inequality, and it is only 
by taxing them upon different principles suited to each form of prop- 
erty that it is possible to attain to approximate justice and equality.” ‘ 

We see then that the cry of equal taxation is really not an 
adequate reason for the introduction of the ad valorem system. 
For in th(‘ first place ''equal taxation of })roperty ” is in modern 
times not real equality of taxation; and secondly, the equality 
of taxation so far as it is desirable at all can be brought about 
as well by an (‘arnings tax as by an ad valorem, tax. It is entirely 
a question of the rate. 

So much for tlu' n('gative side of the argument — namely that 
ad valorem taxation is not ne(‘d(^d in order to achieve equality. 
We now come to tlu' positive side of the argument — that the 
earnings tax is preferable. 

As we have seen above, if the basis of the corporation tax is 
to be put ill terms of propiTty, corporate property includes more 
than merely the physical prop(^rty. The franchise or the 
immaterial elements in the pro])erty must be included. As 
soon, however, as an attempt is made to measure the value 
of the franchise, recourse must lie taken, as we have learned, to 
earnings. It is a cominonpla(‘e of modern economics that capital 
is nothing but capitalized income; or, to put it in terms familiar 
to every business man, a liusiness or a piece of property is 
worth what it will earn. As the Wisconsin commission puts it: 

'Tt is the financial rule in the markets of this country and all over 
the world, that the worth of j)ropert,y is determined by what it will 
produce in income. If the permanency of the inc(ane is assured from 
past results in operation, the risk of investment is less and the value 
more stable. The earnings in the opinion of financiers is the final test 
of the value of corporate securities, and the estimate of the earning 
capacity of railroads formed by such men and acted upon in buying 
and selling of the securities in the market generally establishes the 
market price. * 

' Report of Ontario Commission on Railway Taxation^ Toronto, 1905, 

pp. 11-12. 

* First Biennial Rejwrt of the Wisconsin Tax Commission, Madison, 1903, 
pp. 185—186. In a later report the commission st at es : ' ‘ As t o nearly all such 
properties, this capacity to produce income will ordinarily be the dominant 
factor in ascertaining values.” Fifth Report, 1911, p. 53. But the conclu- 
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Where individual pieces of property are subject to purchase 
and sale in the market, the property or capital value is as 
readily ascertainable as the earning or income value. But 
wher(', as in the case of large corporations, there is no market 
or no regular purchase and sale, the only possible method of 
ascertaining capital value (or so-called property value) is by 
capitalizing the earnings, present and i)rospective. Hence the 
ad valorem system cannot satisfy itself with the inventory 
method, or the mere appraisal of the physical property of a 
corporation. It has been found necessary to add the valuation 
of th(' franchise; and as soon as this is done, the earnings method 
which has been abandoned is brought in again by a back door.^ 
The various boards of assessment as we have seen, generally 
refuse to divulge the exact method, for fear of an attack on their 
assessments. But that earnings is the chief factor in their 
appraisal is an open secret.^ It is not a matter for pride to read 
in a foreign commentary; 

see why it is, then, that though on almost every hand, even 
in the states which believed themselves forced to abandon it, the earn- 
ing power of corporations is hold to be the only reliable and satisfactory 
basis of taxation . . . practically none of the American states find 
themselves able to frankly and fully accept it. Where it is employed, 
it is under some disguise or legal fiction, and commonly with the tacit 
consent of the taxjmyer and ta.xing autliority that the fiction shall not 
he called in question.’’ ^ 

sion that therefore the ad valorem system should be continued by no means 
follows. 

^ “ Thus, though earning power had been expressly discarded as a basis 
of taxation, and the ad valorem system adopted in its place, yet the more the 
Commissioners studied the subject in its practi(;al operation, the more they 
were driven bac^k to income as the leading factor in value.” — Report of 
Ontario Commission on Railway Taxation^ 1905, p, 49. 

2 See the statement by one of the officials himself that in West Virginia 
‘‘the element of value which is chiefly relied upon in valuing all the different 
classes of public service corporations is the earning power of the property.” 
Addresses and Proceedings of the Fourth Conference of the International Tax 
Association^ 1911, p. 259. 

2 Report of Ontario Commission ^ p. 17. On another page the Commission 
sums up its estimate of the ad valorem system — an estimate, in which 
every imparl ial judge will concur: “The state of Michigan in determin- 
ing to change from the gi*oss earnings to the ad valorem KyKt(*jn of taxing 
its railroads, made the most elaborate and perfect attempt on record to 
determine what the physical property of the railroads was worth on the 
basis of cost of reproduction, less the normal depreciation for wear and use. 
But when at a cost of $60,000, this veiy elaborate and accurate appraisal 
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If, however, the ad valorem method necessarily means in 
practice the indirect use of the earnings method, the question 
arises: why not use directl}^ what you are coirqxilled to use 
indirectly. We may go further and affirm tliat nothing is 
gained, but much is lost, by electing the indirect, rather than 
the direct, earnings method. For, as we have seen, the direct 
earnings method is susceptible of reduction to a mathematical 
rule; whereas the indirect earnings, or ad valorem., method is 
open to the objections of secret, irresponsible, star-chamber 
methods. We may again agree with the Ontario commission 
in thinking that: 

“ The essential fairness of taking earnings as a basis for taxation of 
corporations is based on the gcaieral ])rinciple that the taxes vary with 
the eapacit.y of the company to pay them, wherc'as taxation on the basis 
of general property results in all manner of inequality. The amount of 
tangible propeiiy rcciuired ])y the various corporations has, in the first 
I>lace, no necessary relation to their relative earning power, and in the 
second place, bears no accurate relation to the earning power of the 
same company at different periods. The capital stock tax has some- 
thing of the same; defect in addition to those already mentioned, yet 
it has a certain amount of flexil>ility. Only the tax on earnings follows 
automatically the capacity of the corporation to pay, and while even 
it has inequalities, yet it is very much more equitable than any other 
practical system. ‘ 

The difference' bc'tween the earnings system and the ad valorem 
system is the difference between publicity and se(;reey, between 
certainty and arbitrariness, between simplicity and complexity, 

was made, what was tlu* practical value of it for taxation purposes? Vir- 
tually nil. The real valuation w'as determined on quit(' other grounds 
and mainly, as was admitted by those making the assessment, on the basis 
of earnings. The result wiis that some roads w(T(‘ valued considerably 
above the cost of reproduction, while others were valiK'd very much below it 
and where the valuation w'as much the same jus that of jij)praisal it was a 
mere coincidence. Whore the valuation was above the appraisal the dif- 
ference was called the intangible or franchise* value', but wlu're* it was below 
the appraisal the eliffereneje was not nainexl, though more or le'ss intangible 
also. But, though somewhat costly for Michigan, the exj^oriment tried 
there has been exceedingly valuables for the rest e)f the world, and the're'fore, 
by us at least, the outlay need not be re'gretted. The experiment has 
demonstrated that, however serviceable such a valuation nuiy be in af- 
fording an independent and scientific basis for judging the cost of produc- 
tion of modem railroads, under the varying conditions of su(*h a state as 
Michigan, it is quite futile as a means of getting at the comnu^rcial value 
of a railroad as a going concern, or as a basis of taxation. — Ibid., p. 14. 

* Op, cU,y p. 23. 
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between precision and guess work — in short, between modernism 
and medisevalismd 

If then the earnings tax is to be preferred to the ad valorem tax 
the question remains, shall it be gross earnings or net earnings? 
As a matter of principhi it is conceded by all writers that net earn- 
ings approach more closeb^ to the ideal method. It is plain, 
we are told by the Ontario commission, ''that the only true 
estimate of a railroad property is its earning power or its income. 
Its income, therefore, would appear to be the proper and indeed 
the ideal basis for taxation, if,^’ they add, " it is found to be ca- 
pable of discovery and definition without too elaborate or costly 
a mechanism.’’ It is owing to the doubt expressed in the last 
sentence that not a few authorities prefer gross earnings. For 
the ascertainment of gross earnings presents none of the diffi- 
culties which are deemed to be inseparable from that of net 
earnings. This is the position tak(m by the Ontario commission 
of 1895, by the California commission of 1906, and by the 
Virginia commission of 1911. 

It is necessary, however, to bear in mind two points. One is 
the marked progress that it is being made in the matter of corpo- 
rate accounting in the United States, thus annually bringing us 
nearer to the time when the ascertainment of net earnings will 

^ For an instructive comparison in detail between the ad I'ulorem and 
earnings methods see the work of Snider, mentioned saprOy page 253. 
For other matt*rial and discussion on this question see the Report of the 
Cojumission on Revenue and Taxation of the State of California , Sa(Tament o, 
1900, chaps, iii. and iv.; First Biennial Report of the Minnesota Tax Corn- 
missioriy Saint Paul, 1908, chaps, vi. and vii.; and Second Biennial Report 
of the same, 1910, chap, xviii.; Report of the [Special] Virginia Tax Commis- 
sion, Richmond, 1911, appemdix. The Virginia n'port terms the ad valorem 
system complicated, confused and uncertain”; op. cit., p. 250. 

For an interesting contemporary discussion of the Wisconsin agitation 
see L. W. Bowers and F. P. Crandon, Argument submitted to the State Tax 
Commission of Wisconsin on behalf of the Chicago and Northwestern Rail- 
way Company, Chicago, 1901; F. P. Crandon, Railway Taxation in Wis- 
consin, Chicago, 1901; J. M. Dickinson, Railway Taxation in Wisconsin, 
Argument made before the Joint Committee on Assessment and Collection of 
Taxes at Madison, March 5th, 1901; G. R. Peck and A. S. Dudley, Should 
the present System of Railway Taxation in Wisconsin be changed? Sugges- 
tions to the Honorable Tax Commission, Cliicago [1901]. 

For later arguments in favor of the earnings taxation of railways see 
Railway Assessment and Taxation in the Province, of Ontario, Arguments 
presented by Messrs. Hellmuth and MacMurchy to the Ontario Commission 
or Railway Taxation, Oct., 1904; Railroad Taxation, Remarks before the 
Minnesota Academy of Social Science at Minneapolis, Dec. 6, 1907, by W. W. 
Baldwin of Burlington, Iowa. 
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be subject to far less difficulty than is the case at present. The 
other is the fact that the California commission itself, which 
reported in favor of gross receipts, recommended the utilization 
of net earnings as a necessary means of ascertaining the proper 
rate of the gross earnings taxA Furthermore, as we have seen, 
many of the states which levy either a gross receipts or a fran- 
chise tax require from the corporations returns which enable 
the board to compute the net earnings, and which then lead to a 
valuation of the property through a capitalization of the net 
earnings. If net (warnings are thus utilized indirectly, why 
should they not be utilized directly? The argument in this 
respect as to the choice betw(?en gross and net earnings is pre- 
cisely the same as the one advanced above as to the choice 
between property and earnings taxation. 

As a matter of practical wisdom it may be conceded, however, 
that in not a few of the American states simplicity and conven- 
ience of administration are preferable to more ideal but more 
difficult methods. In such states the taxation of gross earnings 
may be recommend(‘d as an easy solution of the problem for the 
time being.- It must, however, not be forgotten that with the 
improvement of administrative methods and with a fuller 
appreciation of the modern principles of accounting, the time 
is fast approaching when the n(‘t earnings system will be ap- 
plicable to all corporations in general by the states, as it is now 
applied without difficulty by the federal govcTnment in the 
United States, and by most of the leading countries abroad. 

One objection still remains. It has sometimes been urged that 
a tax on corporate property is more just than a tax on corporate 
earnings, because the value of a corporate security is fixed not 
only by its present, but also by its prospective, productiveness. 
This is, however, a specious objection, since under a system of 

‘ Op. city p. 95. 

2 Mr. Allen Ripley Foote makes an ingenious suggestion designed to 
accomplish the results of a net earnings method through the medium of a 
gross earnings method. His proposition is to levy on railroads at least, 
a flat rate tax on gross operating revenue plus a differential on the margin 
between operating revenue and operating expenses. Cf. “Taxation of 
Railroads in the United States,” in Addresses and Proceedings of the Fifth 
Annual Conference of the National Tax Associationy Columbus, 1912, p. 
193 et seq. Cf. the suggestive and practical discussion in Alfred E. Hol- 
comb, The Assessment of Public Service Corporations, Richmond, 1911, re- 
print^ from the Proceedings of the Fifth National Tax Conference ; and the 
same author's. One Assessment — One Levy. Address delivered at the Second 
State Tax Conference held at Buffalo, Jan., 1912. 
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earnings taxation the future product will be taxed when it ulti- 
mately appears. If productiveness be accepted at all as the 
standard of capacity — and this is tacitly assumed in the above 
objection — the most logical and defensible method is the taxa- 
tion of the product as it appears. But consideration for the 
individual producer makes it necessary, as has been pointed out 
above, to regard net, not gross product; and, therefore, if any 
one principle be accepted as the basis of the general corporation 
tax, it should be net profits, and not gross earnings or property. 

European experience all points to taxation of mA earnings 
as the best system. One country, indeed, still assesses cor- 
porate property in some form or other. Switzerland, as we 
have seen, is the only European state which has retained the 
mediieval system, once common to all countries. The reasons, 
as was pointed out, are the comparative equality of conditions 
and the wsurvival of the primitive villages and agricultural 
communities with their placid and homogeneous economic life. 
It is significant, however, that many of the Swiss common- 
wealths, in which we notice a gradual industrial development 
and a consequent differentiation of property, have attempt('d to 
remedy some of th(^ obvious defects of the general property 
tax by supplementing it with an income tax. Thus some can- 
tons, like Schaffhausen, Zurich, Basel, Aargau and others, tiix 
corporations on their capital or ihvir reserve fund; or, if the net 
receipts exceed a certain percentage of the capital, on th(‘ir 
income.^ This s3\st(‘m resembh's, although in a very slight 
degree, those of New York and Pennsylvania. Other cantons, 
like Bern, have abandoned the general property tax, and assess 
corporations only on their real estate and their income. Finally, 
some cantons, like St. Gall and Neuchatel, tax corporations 
directly only on their income. Even in Switzerland, with its 
fondness for mediaeval customs, we wSee, therefore, that the 
tendency is almost everywhere away from the taxation of corpo- 
rate property. In the other European states this tendency has 
passed into accomplished fact. 

In England, all corporations are held to be persons’^ within 
schedule D of the income tax, and consequently they pay a 
tax on their net annual profits or gains. A series of important 

1 The facts stated in this paragraph arc accurate as of 1895, the date of 
the first edition of this book. For the few changes that have taken place 
since that date see the details in W. Gerloff, Die Kantonale Besteiierung 
der Aktiengesellschoften in der Schweiz^ Bern, 1906. 
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cases has elaborated the principles that should determine the 
exact nature of net profits.^ The rules laid down are analogous 
to those described in the definition of net receipts just given. 
The tax, moreover, is paid before the dividends are declared. 
Railroads are also subject to the special passenger duty of five 
per cent on receipts from passengers, which-is merely a survival 
of the old tax on stage coaches, and to a corporation duty, 
which is intended to take the place of the death duties^' on 
individuals. Even in the matter of local taxation or rates the 
railways are taxed on what amounts roughly to net receipts. 
In theory the real estate of railways like that of individuals is 
rated on the basis of rental value, he. in the case of railways the 
property is locally taxable on the basis of what a hypothetical 
tenant would give for it if renting it. In practice the gross 
receipts are taken and certain rough deductions permitted. 
The difficulty arises from the fact that each local stretch of 
line or piece of real estate is separately assessed by the local 
officials, as is still the case in New York state. In Scotland 
on the other hand the unit rule is observed under the name of 
cumulchvalue rating — i. c, a valuation of the line as a whole. 
From the gross receipts 73% are d(‘duct(Hl for working expenses 
and tenants^ allowances, separated under distinct heads. The 
remainder — roughly the net earnings — is dividcnl between sta- 
tions and running line, and the rates due on the latter item are 
then distributed or allocated^’ to the separate local divisions 
on the basis of relative mileage. In Ireland wher^ the unit 
rule is also observed, the distribution to the localities is made 
on the basis of train mileage.''^ 

In France, all corporations pay a tax on net profits in the 
shape of a three per cent tax (considerably increased during the 
war) on dividends, coupons and profits, known as the tax '' sur le 
revenu des valeurs mobilieres,^^ The tax is also applicable to 
joint-stock companies and to commercial enterprises,'^ while 
mutual insurance companies and similar associations have by 

* Ellis, .4 Guide to the Income Tax Acts^ 2d edition, pp. 80, 92-101. 

* For details of the system in the three countries see the Final Report of 
the Royal Commission on Local Taxation^ 1901. 

* The tax is imposed on “les int^r^ts, dividendes, revonus et tous autres 
produits des actions de toute nature*^ of stock companies, and on '‘les in- 
t^r^ts, produits et b6n(5fice8 annuelles des parts d’iiU/^r^'t et commandities " 
of all associations, e/c., without a divisible share capital. Law of June 29, 
1872, art. 1. Cf. Tanqucrey, TrniU thdoriquc et pratique de Vimpdt but le 
revenu des valeurs nwhilihres^ pp. 23, 51, 143, etc. 
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judicial interpretation been exempted. Like individuals, cor- 
porations are also subject to real estate taxes and to the license 
taxes (impdts des patentes) on occupations. In the case of rail- 
roads, however, we still find a partial tax on gross receipts. The 
five per cent tax on gross receipts from freight, which was im- 
posed after the Fran co-Prussian war, proved to be so vexatious 
and so obstructive to industrial development that it was abol- 
ished a few years later.* But the old ^‘tax on public convey- 
ances'’ — a percentage on the fare — , which dates from the last 
century, was extended in 1855 to the receipts from passengers 
and from express traffic. In practice, this “ public conveyance " 
or transportation tax ^ is not a direct tax on the corporations, but 
an indirect tax on passengers and on consignors of express pack- 
ages ; for the tax is added to the price of th(‘ ticket or receipt 
and is paid by the individual. The only direct tax is thus laid 
on net earnings. Corporations also pay th(^ indirect taxes, like 
the stamp tax (droit de timbre) and th(' transfer tax (droit de 
transmissum) on shares and bonds ; but, simply to facilitate the 
administrative })r()cedure, they may and generally do commute 
for these by paying an annual tax of one-twentieth and one-fifth 
of one per cent respectively on the amount of their capital stock. 

In Italy corporations are taxed on their income or net earn- 
ings by the ivipoda sin reddiii della ricchezzn mobile. This 
revenue of personal property," as it is called, is declared to 
consist, so far as corporations are concerned, in “all interest or 
dividends paid." ^ To make the term dividends still clearer, 
the law provides that “in the estimate of income are included 
all sums, under whatsoever title, distributed among the share- 
holders or added to capital, surplus or sinking fund or otherwise 
used in cancelling debts." ^ The Italian system is thus as com- 
prehensive as the English. 

^ Levied in 1874; abolished in 1878. 

2 Droit sur les voitures publiques. C/. Vignes, Traiti des impdts en 
France^ 4th edition, i., p. 192. 

^ ^*Sono considerati come redditi di ricchezza mobile esistenti nello 
stato . . . gli interessi e dividend! pagati . . . delle compagnie commer- 
ciali, industriali e di assicurazione.” Law of August 24, 1877, art. 3, b. 

^ “Nel reddito delle society anonime ed in accomandita per azioni, com- 
presevi le society d’assicurazione rnutua od a premio fisso saranno compu- 
tate indistintamente tutto le somme ripartite sotto qualsiasi titolo fra i 
soci e quelle portate in aumento del capitale o del fondo di riserva ed 
ammortizzazione, od altrimente impiegate anche in estinzione dei debiti.'* 
Ihid.y art. 30. Cf. in general, Oronzo Quarta, Uimposta sulla Ricchezza 
Mobile^ 2 vols. (Turin). See also Alessio, Saggio sid Sistema Tributario in 
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In Germany the taxation of corporations before the Great 
War varied widely.^ A few of the smaller states taxed corpora- 
tions for state purposes only on their realty and on their occu- 
pation (Gewerbe-steuer) f and not on their income or net profits, 
because the shareholders were individually taxed on their income 
from the corporations. This point will be discussed in detail 
in the following chapter. In most of the states, however, corpora- 
tions were taxed on th(Hr income. In a few cases, indeed, they 
were also subject to the supplementary and very slight prop- 
erty tax('s recently imposed. The local taxes vaiy exceedingly 
throughout the empire. But whemwc^r corporations are taxed 
at all on receipts, it is on net income. Corporations were for- 
merly (exempt from the local income tax, but they are now 
usually sul)ject to it wherever it exists.^ In only one instance 
are corporations taxed on their capital stock — in the case of 
mutual insurance companies, whose so-called dividends merely 
return in part th(‘ premiums paid ])y policy holders. On ac- 
count of the difficulty of ascertaining the exact profits, Baden 
therefore levied the income tax on an assumed amount of net 
profits, fixed at five p('r cent of the capital stock. Germany 
was still backward in its system of coi’porat(' taxation, in that 
it did not yet rc'cognize the necessity of special corporation 
taxes and still (filing in great nu‘asur(i to the principle of “equal 
taxation’^ with individuals, which the scientists concede to 
be a mistake."^ Since the war, however, all corporations are 
subject to the federal tax on income, a part of which is then 
redistributed to the states. 

In Austria all corporations have for some y<‘ars Ix^en subject 
to a special tax of ten per cent on net profits (including interest 


lUilia, i., p. 345; and the various authorities mentioned in Scligman, The 
Income TaXj 1910, j). 339. 

^ For full details tis to corporate taxation in each of the German states in 
1888 see Antoni, “Die Steuersubjecte in Zusammenhalte mit d('r Durch- 
ftihrung der Allgemeinlieit, der besteuerung nach den in Deutschland 
geltentlen St-aatsstcaiergesetzen,’’ in Finanz-Archiv, v. (1888), pp. 382-499, 
especially 475 et seq. F’or the later details see L. Blum, Die stcucrliche 
Amnutzung der Aktiengesellschaften in Deutschland. Stuttgart,, 1911. 

2(7/. Meier, ^'Ueber die Frage der Communalbesteuerung’^ (in Zchn 
Outachten und Bcrichte uher die Comrnunalsleuerfragc, verdffentlichl vom 
Verein fiir Social politik,) p. 104. 

® Lewald, “Die direkten Steuern in Baden,” in Finanz-Archiv, iii., p. 807. 

* See the explanation of the “Ruckstandigkeit” of the German states in 
Blum, op. cit. p. 139. 
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on bonds), but with two interesting variations: first that if 
dividc'iids exmd 10%, the rate is higher; and second, that if 
there are no profits at all fbe tax must be at least one per mill of 
the stock and bonds. ^ Th<' lu^t r(‘ceipts tax may thus be de- 
(ilared applicable in theory to all corporations. Some peculiar 
limitations arise', it is true, from the clashing of commonwealth 
laws, but th(‘se will be discussed in the next chapter. 

IV. The Legal Situation 

Our conclusion that the taxation of receipts is without doubt 
th(' ])('st systi'in brings us face to face with the facts of Ame'rican 
constitutional law. Is a tax on receipts unconstitutional? Is 
it in conflict with the constitutional inhibition of state interfer- 
once with interstate comm('rc(‘? This is an important question. 
Let us, then, consider the legal as well as the economic aspects 
of the pro])lem.“ 

The earliest important case involving this question construed 
the P('nnsylvaiiia law which imposed a tax on each ton of mer- 
chandise (;arri(‘d, and an additional tax of a certain percentage on 
the gross reci'ipts of railroad companies. The tonnage tax was 
declared unconstitutional.^ The sam<‘ principle was later applied 
to a tax of one cent for every message sent by a telegraph com- 
pany. l^his also, was held to be void as a tax on interstate com- 
merce.^ On th(' otiier hand, a state tax on the gross receipts of a 
domestic railroad (ompany was upheld chiefly on the ground 
that the tax was laid upon a fund which had already become 
property. The gross receipts were said to be the fruits of trans- 
portation after they had become intermingkd with the other 
property of the carriers.^ The court, however, also contended that 

LSteinitzer, Diejiingsten Rejonnen der veranlagten Sleuernin Oesterreich^ 
Leipzig, 1905; and the same author’s “Ziir Besteuerung der Aktiengesell- 
schaften in Oesterreich,” in Conrad’s Jahrhucherj dritte Folge, vol. xxviii. 
(1904), p. 319 et seq. 

2 See in general, Goodnow’s “Taxation of Railway Gross Receipts,” in 
Political Science QuarlfTlijj vol. ix. (1894), j). 233, and “State Taxation of 
Interstate Commerce,” in Publications of the American Economic Assoda- 
iuMy vol. V. (1904), p. 153ef seq. Cf. T. R. Powell, Indirect Encroachments 
on Federal Authority try the Taxing Penoer of the States, a volume reprinted in 
1919 from articles in the Harvard Law Review, vols. xxxi., xxxii. 

3 State Freight Tax Cases, 15 Wall. 232 (1872). 

^Telegraph Co. vs. Texas, 105 U. S. 460 (1881). 

® State Tax on Railway Gross Receipts, 15 Wall. 284 (1872). This was in 
imitation of the case of Brown vs. Maryland, which held that articles lost 
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this was a tax on the franchise, measured by the amount of the 
business transacted, so that it was not chvarly decided what 
was taxed, the franchise or the property.^ Later the Supreme 
Court limited this general principle and decid(‘d that when the 
gross receipts, even of a domestic corporation were derived 
entirely from interstate or foreign commerce, they could not be 
taxed. ^ 

In the case of foreign companies, the rule seemed at one time 
to be more strict; for a tax on the gross r(*ceipts of a foreign 
corporation, even if derived only in part from interstate (com- 
merce, was declared void to the extent that the receipts were 
derived from such interstate commt'rce.'^ A tax on the gross 
receipts from business done wholly within the state w^as, how- 
ev(^r, upheld."* 

This distinction between foreign and domestic companies 
seemed to be maintained in a later leading case. The Maine 
tax on gross receipts w^as upheld as bcang a tax not on receipts, 
but on the privilege of exercising the cori)orate franchise, the 
resort to receipts being made simply to ascertain the value of the 
business. But although this action was brought nominally 
against a foreign corporation, the facts show that the tax was 
due from a domestic corporation leased by this foreign corpora- 
tion.^ 

The reason for the distinction between domestic and foreign 
corporations, if there was such a distinction, in the view of the 
court, seems to be' that in the case of a dorne'stie* corporation the 

their character of imports after they had left the original ]>ackage or the 
hands of the original importer, and had then bc^eorne a pert of the general 
property of the state. But see the second note following. S<'e also Jhdti- 
more and Ohio R. R. Co. vs. Maryland, 21 Wall. 45t) (1874), which held that 
a charter stipulation that a railway should pay a part of its earnings to the 
state fits a bonus, w^as not a tax, and was perfc'ctly valid. 

^ In Fargo vs. Michigan, 121 U. S. 210, the court emphasizes this side of 
the Railway Gross Receipts Tax decision. For a recent cjise, see People ex 
rel. R. R. Co. vs. Campbell, 74 Hun, 210. 

* Philadelphia S. S. Co. vs. Pennsylvania, 122 U. »S. 320 (1886). In thi.s 
case the court showed that the case of Brown vs. Maryland w'as really no 
authority for the decision in the case of the State Tax on Railway Gro.ss 
Receipts, decided fifteen years before. 

» Fargo vs. Michigan, 121 U. S. 230 (1886); West ern Union Telegraph Co. 
vs. Alabama Board of Assessment, 132 U. S. 472 (1889). Cf. Coe vs. Krrol, 
116 U. S. 517 (1885). 

^ Ratterman vs. Western Union Telegraph Co., 127 U. S. 411 (1888). 

» Maine vs. Grand Trunk R. R. Co., 142 U. S. 217 (1891), The real party 
to the case was the Atlantic and St. Lawrence R. R. Co, 
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thing taxed is the franchise, which may be measured at the 
discretion of the legislature (except that when all receipts are 
from interstate commerce the tax is invalid); while in the 
case of a foreign corporation the franchise cannot be taxed, but 
only the business. Since the thing taxed in the latter case 
is the business, the constitutional provision is violated whenever 
that busine\ss is so extendc^d Jis to include interstate commerce.^ 
The same distinction which is observable in the (iross Re- 
ceipts Tax cases has been maintained in others. Thus a license 
tax on foreign companies doing an int(^rstate business is held 
invalid because it is a tax on the privilege of doing interstate 
commerce; - but a license on a domestic corporation for boats 
used in interstate commerce is valid. ^ So, too, a privilege tax 
upon every sleeping car belonging to a foreign corporation has 
been declared unconstitutional as a regulation of interstate 
commerce;'* but when the sh^eping (‘ars are run wholly within 
the state over the line of a, domestics corporation, the tax is valid.'' 
Again, a tax proportioned to capital stock and dividends is valid 
as to domestic corporations even though they be engaged in 
interstate commerce' f but if the businc'ss of a foreign corporation 
is interstate commerce exclusively, the tax on capital stock is 
void.^ On the oth('r hand, t'vcm though the tax be imposed on a 

^ Cf. Horn Silver Mining Co. vs. Now York, 143 U. S. 305. 

2 United States Express Co. vs. Allen, 31) Fexi. Rep. 712; Ijcloup vs. Port 
of Mobile, 127 U. S. 640; Krutcher Kentucky, 141 U. S. 47. 

® Wiggins Ferry Co. vs. East St. Louis, 107 U. S. 365 (1882). Cf. Osborn 
vs. Mobile, 16 W^all. 479 (1872), where a license fee was imposed on an agent 
of an express company doing business in Mobile. 

* Pickard vs. Pullman Southern Car Co., 117 U. S. 34 (1886). It was dis- 
tinctly held that the cars in question had no situs in the state (Tennessee) 
imposing the tax. 

® Gibson County cs. Pullman Southern Car Co., 42 Fed. Rep. 512 (1890). 
WTether the counties may levy such a tax depends entirely upon the author- 
ization which must be express, given them by the state law. 

® People vs. Wemple, 117 N. Y. 136 (1889). 

^People ex rel. Pennsylvania R. R. Co. vs, Wemple, 138 N. Y. (1893). 
This was the case of a railroad corporation whose line terminated without 
the state, but which had terminal facilities within the state for the delivery 
of passengers and freight, the sale of tickets and the collection of dues. A 
Bomew’hat similar case was that of Gloucester Ferry Co. vs. Pennsylvania, 
114 U. S. 196 (1885). Here the state attempted to impose a tax on the capi- 
tal stock of a New Jersey company having no property in Pennsylvania 
except a wharf in Philadelphia. This tax was held void, as an interference 
with interstate commerce. Another similar case was that of Norfolk and 
Western R. R. Co. vs. Pennsylvania, 136 U. S. 114 (1890). The railway 
had no line in the state, but had an office there, and traffic contracts which 
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foreign corporation, if it is assessed not on the business itself, 
but on the capital stock or property according to mileage, and 
if the corporate i)roperty is ac^tually situate in the state, it will 
be upheld.^ 

The law, theri^fore, seemed to distinguish in part between 
foreign and domestic companies. Yet in the Maine case, the 
tendency of tlui (!Ourt, although it was exprc^ssed only in a dic- 
tum, seemed to be opposed to this distinction; and the reasoning 
of the court would tc^nd to uphold a gross receipts tax, whether 
imposed on domestic or on foreign corporations, provided any 
of the receipts be earned mthin the state.- This legal reason- 
ing was also economically sound, for from the (economic point 
of view the distinction b(itw(^en domestic and foreign corpora- 
tions is entirely indefensible. Strictly carried out, it would 
render substantial justice in taxation almost impossible. If a 
foreign corporation cannot be taxed where its earnings are re- 
ceived, because it is a foreign corporation; and if it camiot 
be taxed by the state of its domicile, because the earnings are 
not received there, it would manifestly evade its due share 
of the burden. But if every state' could tax tlu^ receipts of any 
corporation, so far as they are actually earned within the state, 
no corporation could escape under the plea of its foreign origin, 
and the foundations would bc' laid for an ('quit able system based 
on interstate agreement. Thc' force of the constitutional provi- 
sion would, moreover, still be sufficiently strong to prevent 

made it a part of a system doing int(Tstate business. A tax on capital 
stock of this corporation was hold invalid, as interfering with interstate 
commerce. 

^ Pullman Car Co. vs. P(‘nnsylvania, 141 U. S. 18 (1890); Pullman Pal- 
acc Car Co. vs. Assessors, 55 F(‘d. Rc'p. 206 (1893). Cf. Telegraph Co. vs. 
Miissachusetts, 125 U. 8. 530 (K^OO). 

2'* The privilege of cxcTcising the franchise's of a corporation within a 
state is generally one of value, and often of great value and the subject of 
earnest contention. It is natural, therefore, that the corporation should be 
made to pay some proportion of the burdens of the government. As the 
granting of the privil(?ge rests entirely in the discretion of the state, whether 
the corporation be of domestic or foreign origin, it may be conferred upon 
such conditions, pecuniary or otherwase, as the state in its judgment may 
deem most con(lucive to its interests or policy. . . . The character of the 
tax or its validity is not determined by the mode adopted in fixing its 
amount for any specific period or the times of its payment. . . . The rule of 
apportioning the charge to the receipts of the business would stem to be 
eminently reasonable, and likely to produce the most satisfactory results 
both to the state and the corporation taxed.” Justice Field, in Maine vs. 
Grand Trunk R. R. Co., 142 U. S. 217 (1891). 
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unjust discriminations against foreign commerce or foreign 
business. 

More recent cases liave now definitely settled both the un- 
tenability of the distinction between foreign and domestic 
corporations in this matter and the precise extent to which 
gross receipts taxation is constitutionally permissible. In the 
Wisconsin case a tax was sustained which made the income of a 
railroad company within the state, although including inter- 
state earnings, the measure of the value of the property. The 
court said : 

In form the tax is a tax on Hhc property and business of such 
railroad corporations operated within the state/ computed upon cer- 
tain })orcentages of gross income. The priina Jade measure of the 
plaintiff’s gross income is substantially that which was approved in 
Maine vs. Grand Trunk Railway Co.’’ ^ 

Shortly afterwards, in the Texas case, a tax of 1% on the gross 
receipts of a domestic company was declared invalid on the 
ground that the tax was imposed on the receipts as such. Jus- 
tice Holmes attempted to distinguish this case from the Maine 
case on the ground of a difference between a tax on property 
and a tax on commerce.^ 

“ ‘ By whatever name the exaction may be called, if it amounts to no 
more than the ordinary tax upon property or a just equivalent therefor, 
ascertained by reference thereto, it is not open to attack as inconsistent 
with the Constitution.’ Telegraph Cable Co. v. Adams, 155 U. S. 688, 
697. Bee Neir York, Lake Erie tfc Western R. R. Co. v. Pennsylvania, 
158 U. B. 431, 438, 439. The question is whether tliis is such a tax. It 
appears sufficiently, perhaps from what has been said, that we are to 
look for a practical rather than a logical or philosopliical distinction. 
The State must be allowed to tax the property and to tax it at its ac- 
tual value as a going concern. On the other hand, the State cannot 
tax the interstate business. The two necessities hardly admit of an 
a]>solute logical reconciliation. Yet the distinction is not without 
sense. When a legislature is trying simply to value property, it is less 
likely to attempt to or effect injurious regulation than when it is aim- 
ing directly at the receipts from interstate commerce. A practical 
line can be drawn by taking the whole scheme of taxation into account. 
That must be done by this court as best it can.” 

1 Wisconsin & Michigan Railway Co. vs. Powers, 191 U. S. 379. 

2 Galveston, Harrisburgh & San Antonio Ry. Co. vs. Texas, 210 U. S. 
217. 
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In the meantime, this distinction between a tax on property 
and a tax on commerce was strengthened by a number of cases 
which upheld the legitimacy of a tax on property, even if some 
of the property was used in interstate commerce.^ 

Finally, however, in 1912 the whole controversy was laid to 
rest, in principle at least, by two cases decided on the same day. 
In the Oklahoma case,^ a gross receipts tax of 3%, levied in 
addition to the general property tax, was declared invalid be- 
cause clearly a tax on the gross rec(‘ipts as such, and therefore 
on the receipts from interstate commerce. On the other hand, 
in the Minnesota (^ase,^ a tax of 6% on the gross receipts was 
upheld bc‘cause declared to be in lieu of all taxes on the prop- 
erty of the corporation. 

Under this decision the constitutionality of a gross eaniings 
tax is henceforth indisputable, provided only that the earnings 

* The case of Western Union Telegraph Co. vs. Mass., 125 U. 8. 530 
(1887), which uplu'ld a tax on that proportion of the capital stock of a 
corporation that the state mileage bore to the entire mileage, was applied 
to a railroad in C. ( 1 , C. St. Louis Ry. (^o. vs. Backus, 154 U. S. 439 
(1894); and to an express conipany in the Express Cases, 105 U. 8. 195 
(1897). These cases upheld the legality of the so-called unit rule. Again 
while a license tax on each Pullman car was declared invalid as an inter- 
ference with th(^ privilege of engaging in interstate commerce in Pickard 
vs. Pullman Southern Car Co., 117 U. 8. 34, a tax on tli(‘. capital stock of a 
similar company in proportion to the mileage of th(i cars run in the state 
(IS compared to tlic total mileage was upheld in P. C. C. Co. vs. Pa., 141 
IT. 8. 18; and a tax levied by Tennessee ui>on ‘‘each sleeping car doing 
business within the state” for purely intra-state Imsiness was upheld on 
the ground that there was no compulsion to do this business. Allen vs. 
Pullman Co., 191 U. 8. 171 (UK)3). On other hand, the Kansas tax of 
1/10 of 1% on the authorized capital stock of a similar company was de- 
clared inadmissible as a burden on interstate commerce. Pullman Co. 
vs. Kansas, 216 U. 8. 56 (1910). Cf. Western Union Tel. Co. vs. Kansas, 
216 U. 8. 1 (1910). Later cases seek to make distinctions based on the 
actual fact whether the tax is a real bunlen on interstate commerce. In 
Lusk vs. Botkin, 240 U. 8. 236 (1916) and Kamsas City, M. and B. R. Co. 
vs. Stiles, 242 U. 8. Ill (1916), Kansas taxes on a foreign railroad com- 
pany were sustained, and in 8t. Louis 8. W. Ry. Co. vs. Arkansas, 235 
IJ. S. 350 (1914) a similar Arkansas law was upheld. On the other hand 
in Looney vs. Crane Co., 245 U. 8. 178 (1917), the Wesft^m Union case of 
1910 was followed. For an elaborate discussion of the late cases, which 
does not, however, succeed in presenting a very clear picture of the 
principles underlying the Supreme Court decisions, s(e T. R. Powell, 
Indirect Encroachment on Federal Authority by the Taxing Powers of the 
States, referred to supra, p. 264. 

2 Meyer, Auditor, vs. Wells, Fargo & Co., 223 U. 8. 298. 

* U. 8* Express Co. Vi. Minnesota, 223 U. 8. 335. 
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tax takes the place of the property tax and is not levied as an 
addendum to it.^ We may indeed criticize from an economic 
point of view a decision which declares a tax on earnings to be a 
tax on i)roperty or equivalent to it. But we must none the less 
apt)laud the ingenious way in which the Supnmie Court has 
extricated itself from a difficult position. It must be remem- 
benxl that the Supreme Court was dealing with a situation 
where the ordinary tax — on individuals and corporations alike — 
was the general property tax; and tlie problem pr('sent(‘d was, if 
possible, to uphold a state earnings tax in terms of a property 
tax ‘'or its equivalent.'’ This problem the court has successfully 
solved, and the way is thus open for the development of a 
proper system of corporate taxation untrammelled, in one 
important respect at least, by the fancied limitations of a 
federal constitution. And when a little later the question of the 
constitutionality of a state tax on corporate incomes or net 
earnings arose, the court had no difficulty in upholding such a 
tax as in no way contravening the commerce clause of the 
constitution.- 

A tax on corporate earnings, according to a law properly 
drawn, is therefore not only economically correct but legally 
unavssailable. 

The only question that still remains is whether, under these 
decisions a local tax on the real property of corporations will 
be permissible contemporaneously with a state tax on earnings. 
It is to be hoped — and, may we add, to be expected — that 
when this question is presented the court will take the view 
that a local tax on real estate is in no way to be confounded, 
or to be regarded as inconsistent, with a state tax on earnings. 
When once this question is decided correctly, the progress of 
corporate tax reform will be assured. 

This, therefore, is our general conclusion ; but it does not yet 
exhaust the problem of corporate taxation. We are, in fact, 
only on the fringe of the difficulties. Let us proceed in the next 
chapter to study some of the more complicated questions. 

^ Later decisions along the same general lines are U. S. Express Co. vs. 
Minn., 24GU. S. 450 (1918) and Cudahy Packing Co. vs. Minn., 246 U. S. 
456 (1918). Cf. also Ohio Tax Cases, 232 U. S. 576 (1914), which upheld 
a state tax on gross receipts from intrarstate business, even though the 
tax was not in lieu of a property tiix. 

* U. S. Glue Co. vs. Oak Creek, 247 II. S. 321 (1918), affirming the con- 
stitutionality of the Wisconsin income tax law. 
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THE TAXATION OF CORPORATIONS 

III 

COMPLICATIONS AND CONCLUSIONS 

The discussion of the taxation of corporations would be 
incomplete without an examination of the various phases of 
double taxation. This is the more necessary for the reason 
that no attempt at a thorough analysis has ever yet bi'en made. 
Yet the problems that hinge upon this particular question are 
so especially important in the United States as to demand the 
most serious attention. 

In a former chapter ^ we have already discussed some of 
the general aspects of double taxation. Let us now attempt 
to develop the principles in the light of actual practice. 

There are in reality no less than five* different forms of double 
taxation in the case of corporations: — 

1. Double taxation of property and of debts, or of income 
and of interest on debts. 

2. Double taxation of property and of income. 

3. Double taxation of property and of stock. 

4. Double taxation arising from conflicts of jurisdiction. 

5. Double taxation of the corporation and of the holders 
of stock or bonds. 

I. Taxation of Property and of Debts 

This first case need not detain us long. The only illustra- 
tions in the United States are found under the general property 
tax, which we have discarded as the basis of corporation taxa- 
tion. In many of the states corporate debts must be considered 
in estimating the value of the capital stock. In New York, as 
regards local taxation, the indebtedness must be taken into 


‘ Supra, chap. iv. 
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account in assessing the capital stock; but after the valuation 
has been fixed, the amount of the indebtedness cannot be de- 
ducted.^ If the capital stock is of no value because the indebted- 
ness excec'ds the assets, it should not be assessed.^ In the case 
of foreign corporations, however, which are taxable on the 
amounts invested in the state, it has been held that the law does 
not contemplate the deduction of debts.^ 

We have already pointed out that there is really no injustice 
in not exempting corporate ind(‘btedness.^ The mortgage bonds 
of a corporation are really a part of the working capital. Cor- 
rect policy d(‘mands the taxation of corporate bonds as well as 
of stock, of loans as well as of share ca])ital. To tax corporate 
debts may, indeed, be called double taxation in so far as the 
tax on both stock and debt is paid out of the same income; but 
if so, it is double taxation of a pcnecd-ly legitimate kind. It is 
here that the principles of individual and cor{X)rate taxation 
diverge. 

Some of the American commonwealths, as California, Con- 
necticut, Maryland and Pennsylvania, recognize this distinction 
b(‘tween the taxation of individuals and that of corporations, 
by permitting the deduction of indebtedness from the property 
of individuals but refusing a like deduction in the case of corpo- 
rate property. In California, the courts held distinctly that 
what would be double taxation in the case of individuals is 
permissible in the case of corporations.^ Some of the Swiss 
cantons, like St. Gall, Zurich and Ticino, observe the same 
distinction.® 

Perhaps more interesting and probably of greater future 
importance in the United States is the other phase of this ques- 
tion of the taxation of indebtedness — double taxation of income 
and of interest on debt. While the true theory of income taxa- 
tion in the case of individuals demands the deduction of interest 
on debts, it has already been shown that in the case of corpora- 
tions the interest paid on mortgage bonds must be included in 
the taxable income. Taxation of interest on corporate debt is 
not double taxation, because the coupons, like the dividends, 

1 1 Thomp. and C. 635; 100 N. Y. 597; 112 N. Y. 565. 

2 People vs. Commissioners, 31 Hun, 32 (1st Department). 

® People vs. Barker, 141 N. Y. 118. 

*Cf. supra, p. 106. 

® Central Pacific R. R. Co. vs. Board of Equalization, 60 Cal. 35. 

® Schanz, Die Steuern der Schweiz, ii., p. 338; ii., p. 435; iv., p. 281. 
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are integral parts of the income; because both bonds and stock 
together form what is really the working capital from which the 
income is derived. This question has already been discussed; 
but the difference in economic significance between most cor- 
porate bonds and ordinary individual debts must be continually 
borne in mind. 

11. Taxation of Income and of Property 

This second form of double taxation, like the first, involves 
no very complicated question; nor does the solution present 
many difficulties. Is it permissible to tax a corporation both 
on its property and on its net receipts or income? If corpora- 
tions are put upon the same plane as individuals, the simulta- 
neous taxation of the property and of tiie income from the prop- 
erty works no injustice. As we have seen above, ^ if all are 
treated alike and if the tax is uniform, there is really no cause 
for complaint. 

So far as corporations are concerned, this was until recently 
not a matter of practical importance. The only case in which 
this special question formerly arose was under the laws of 
Alabama, now repealed, which provided for the taxation not 
only of corporate property but also of the corporate income 
during the preceding year.^ Such taxation was upheld on the 
ground that it was only apparently double taxation.^ What 
the court meant was, of course, not that it was not double tax- 
ation, but that it was not invalid or economically unsound taxa- 
tion. In this the court was correct, for the law applied equally 
to all individuals and to corporations. Now, however, under the 
new (1911) income tax of Wisconsin which is deemed to take the 
place of the tax on intangible personalty, henceforth exempted, 
corporations are still taxable on their real estate and tangible 
personalty as well as on their income, but they are permitted to 
deduct from their taxable income all sums paid for taxes in any 
part of the country upon the source from which the income is 
derived. Moreover, all public-service corporations (as well as 
insurance companies) which pay taxes directly to the state are 
exempt from income tax altogether. 

' Supra^ p. 100. 

2 Ala. laws of Feb. 22, 18G6; Feb. 19, 1867; Dec. 31, 1868; March 19, 
1876; March 6, 1876. 

* Board of Review vs. Montgomery Gas Light CJo., 64 Ala. 276. Cf. Ix)tt 
f;«. Hubbard, 44 Ala. 593. 
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At present in the United States apart from the situation in 
Wisconsin, no attempt is made to tax simultaneously both 
corporate property and corporate income. The nearest ap- 
proach to the practice is the system in some states like Mary- 
land, Pennsylvania and New York of taxing the capital stock 
and also the gross receipts of certain corporations. No objec- 
tion has been raised to these taxes on the score of double taxa- 
tion; nor is it likely that such an objection will be sustained.^ 
One might as well object to a combination of direct and indirect 
taxes as involving duplicate taxation, on the ground that all 
taxes are in the last resort paid (or presumed to be paid) out of 
annual income. So again, in some of the Southern and Western 
states, as we know, corporations are taxed on their business, by 
license or occupation taxes, and again on their receipts, and this 
practice is upheld as perfectly valid. ^ This second form of 
double taxation is entire!}" proper. 

The chiasic home of double taxation of this sort is Switzer- 
land. Baselstadt, for instance, taxes corporations one per 
mill on the paid up capital, a quarter of one per mill on the 
capital not yet paid up, and one per cent on the total net income 
from all sources.'"^ In Basclland corporations are taxed on their 
general property and again on their total profits, with th(‘ ex- 
ception that when any of the profits consist of interest on capital 
the profits are not taxed if the capital has already been ass(‘ssed.^ 
Many of the cantons, however, seek to avoid the simultaneous 
taxation of property and income by an arrangement of the 
following sort: While the law provides for the assessment of 
both property and income, a deduction is made in the case 
of the income tax for so much of the income as is supposed to 
represent the actual profits of the capital already taxed. The 
proportion thus deducted is fixed in accordance with the esti- 
mated current rate of interest, ranging from four per cent in 
Thurgau and Orisons to five per cent in Zug, Schaff hausen, 
Ticino, Vaud and Zurich. The federal government deducts five 

* In U. S. Electric Power and Light Co. vs. State, 79 Md. 63, a vigorous 
objection has now been made, but the objection was not sustained by the 
court. 

2(7/. 95 Mo. 360, where the court holds that it is not duplicate taxa- 
tion. 

2 Law of 1889, §§ 2, 3. Schanz, Die Sleuem der Schweiz^ ii., p. 84; v., 
p. 50. As to the Swiss conditions mentioned in this paragraph, qf. the 
warning, supra, p. 260, note. 

* Schanz, op. ciV., i., p. 55; v., p. 35. 
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per cent.^ This principle has now also been applied in Germany. 
In Prussia, since 1891 the income tax is assessed on corporate 
income, after deducting a sum equal to three and a half per 
cent of the paid up capital.^ In Baden and Wiirtemberg th() 
deduction is limited to 3% and cannot exceed the amount of 
dividends declared.^ Bern and St. Gallen are the only Swiss 
cantons which attempt to draw a sharper line by levying the 
property tax solely on the corporate real estate, but subjecting 
all the other property to an income tax.'* In St. Gallen the real 
estate tax is for local, the income tax for cantonal purposes. 

The solution of the supposed difficulty attempted by the 
Swiss and the German commonwealths is, howeviT, not a 
happy one. The deduction from income of the three or five 
per cemt, assumed to represent the earnings of property in- 
volves a misconception. It is impossible to say how much 
of the income represents earnings of capital and how much 
represents the other ingredients of profit. We are brought 
face to face with complicated questions of economic theory — 
with the distinction between interest and profits, and the 
sc'parate ingredients of profits. A discussion of these questions 
lies beyond the province of this essay. But it may be confi- 
dently asserted that if a railway corj)oration with no bonded 
indebtedness and a capital of one million dollars earns seventy- 
live thousand dollars, it is impossible to maintain that fifty 
thousand dollars represents the earnings of the property and 
the remainder the earnings of the management. From one point 
of view all such profits are profits on capital or property. An in- 
dividual can indeed obtain a professional income without any 
capital; but in the case of a business with capital invested, it is 
impossible to say how much of the profits are due to the capital, 
how much to the personal management. Without the capital 
there would be no profits at all, because there would be no busi- 
ness. Therefore, in taxing profits we are really taxing property, 
or rather the proceeds of property. To segregate a part of 
these proceeds and to say, as do the Swdss cantons, that only 
this particular part represents the income from the property, 
is an entirely arbitrary proceeding. 

‘ Schanz, op. cit., i,, p. 56. 

2 Einkommensteuergesetz vom 24 Juni, 1891, § 16. 

* L. Blum, IXe steuerliche Aiisnutzuiig der Aktiengesellschaften in Deutsch- 
land, Stuttgart, 1911, pp. 48, 52. 

^ ^hanz, op. ciL, ii., pp. 318, 368; iii., p. 292. 
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Again, it cannot be contended that even this four or five 
per cent of income exempted by the Swiss laws represents only 
the interest on the capital, and that the remainder of the 
income represents the earnings of management. Under no 
theory of economic profits can the surplus above current in- 
terest be entirely dissociated from capital. Even granting 
that a sharp line can be drawn between interest, earnings of 
management and profits, it still remains incorrect to confine 
the proceeds of capital to interest alone. It is thus inadmissible 
to say that in taxing income only on the surplus above four or 
five per cent of the taxable capital we avoid taxing both property 
and income. 

The Swiss system has indeed a very decided significance in 
connection with an entirely different matter, iriz.y the question 
of funded or unfunded income. But as regards the point 
now under discussion it is evident that the Swiss cantons do 
not really succeed in avoiding double taxation. As we have 
seen, however, it is a form of double taxation which is in itself 
legitimate if applied equally to all taxpayers. 

III. Taxation of Property and of Stock 

This third form of duplicate taxation must not be under- 
stood to refer to the taxation of shares of stock in the hands of 
individuals. That is a different problem, and falls under an- 
other heading, to be discussed below. The point here to be 
discussed is this: Is it permissible to tax the corporation on 
its property and again on its capital stock? 

The answer is plain. Manifestly not, if the corporate stock 
can be regarded as representing actual property. We have, 
indeed, seen that it is a mistake, economically, to say, as do 
some of our courts, that the entire property of a corporation 
is identical with its capital stock. This point has been brought 
out so well in a Massachusetts case, and is so generally mis- 
understood, that it may be wise to make a more extended quota- 
tion from the decision: — 

“The market value of the shares of a corporation . . . does not 
necessarily indicate the actual value or amount of property which 
a corporation may own. The price for which all the shares would 
sell may greatly exceed the aggregate of the corporate property, or it 
may fall very far short of it. Undoubtedly the amount of property 
belonging to a corporation is one of the considerations which enter 
into the market value of its shares; but such market value also em- 
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braces other essential elements. It is not made up solely by the valua- 
tion or estimate whitih may be put on the corporate property, but it 
also includes the profits and gains which have attended its operations, 
the prospect of its future success, the nature and extent of its corporate 
rights and privileges, and the skill and ability witli which its business 
is managed. In other words, it is the estimate put on the potentiality 
of a corporation, on its capacity to avail itself profitably of the franchise, 
and on the mode in which it uses its ])rivileges as a corporate body, 
which materially influences and often controls its market value.’’ ^ 

While' it is true, therefore^ that (*.ai)ital stock and total prop- 
erty are not interchangeable t(Tms, it cannot be denied on the 
other hand that the capital stock represents at all events a 
part of fhe property, or rather that the corporate property is 
oiu^ of th(.‘ elements that contribute to the value of the capital 
stock. So far as this is triK^, the simultaneous taxation of 
corporate j)ro])erty and corporati? stock involves, to this extent 
at k'ast, du})licate taxation of an unjust character. 

Unfortunately, ther(' is no uniformity in th(i legal decisions 
on this point. While th(' majority of the commonwealths hold 
taxation of this kind to be unjust, Penns3dvania has pronoimced 
it valid. In a celebrated case the court used this language: — 

“ Dou])le taxation has never been considered unlawful in this state. 
The real and j)ersonal pro])erty of a (K)rporati()n may be taxed, although 
it ])ays a tax on the stock which i)urchased it. The power of the legis- 
lature is as ami)l(‘ to tax twice as to tax once, and it is done daily as 
all (‘xi)eri(‘nce sliows. Ecjualit}^ of taxation is not required by the 
constitution.” - 

Such a decision ma,y be correct legally, but beyond all 
doubt it is unsound (‘conomically. Ecpiality of taxation may 
not be required by the constitution of Pennsylvania, but it 
is one of the first laws in the science of finance. Abandon 
equality, and you throw the door wide open to all kinds of 
glaring abuses. The theor^^ as formulated b^^ the Permsylvania 
courts cannot possibly be upheld from tlie scientific standpoint. 

The Pennsylvania courts, however, hold that so far as the 
capital stock of a domestic corporation represents tangible 
property outside of the state, it is not taxable.^ Further, it 
has also been decided that the real estate of a corporation, 

' Commonw(Milih vh. Hamilton Manufacturing Co., 12 Allen, 303. 

2 Pittsburgh dr., R. R. Co. c.s. Pennsylvania, G6 Pa. State, 77. C/. Lacka- 
wanna Iron Co. t’8. Luzerne^ County, 42 Pa. State. 424. 

® 101 Pa. State, 110; 41 Legal Intelligencer, 125. 



278 


ESSAYS IN TAXATION 


being part of its capital stock and paying state taxes, is not 
locally taxable.^ Finally, in another case it has been held that 
so far as the property of a corporation is essential to the exercise 
of its corporate franchise, it is included in the capital stock and 
is not taxable. The law will not subject it to duplicate taxation 
by mere inf(^rence.“ Thus Pennsylvania is gradually abandon- 
ing its earlier decisions. 

Far wiser from the very beginning were the Maryland courts, 
which held that all laws must be so construed as to avoid double 
taxation of this kind; and that, since* in their opinion the* capital 
stock of a corporation represents the corporate property, the 
payment by the corporation of a tax on capital stock necessarily 
exempts all the corporate property.’^ In this broad form the 
decision is perhaps open to criticism because of the complete 
identification of capital stock with corporate property; but as 
regards the point at issue here, it is corr(‘(^t. To tax corporations 
simultaneously on their stock and on their property is inde- 
fensible. A few commonwealths, like Alabama, Illinois, In- 
diana, Vermont and (for local purpos(*s) New York, have now 
recognized this principle in their statutes, deducting from the 
value of the capital stock the value of the realty or of both the 
real and personal property taxed.^ 

On the other hand, the apparently similar statute of Mas- 
sachusetts, which taxes corporations on their capital stock less 
the value of the real estate and machinery,-'' is op(‘n to criticism 
for another reason. According to the Massachusetts law, 
corporations are taxable by the local bodies on their real estate 
and machinery, but at a rate equivalent to the combiiK'd rate 
for local and state purposes. They arc then taxable by the 
state on the value of their capital stock, deducting the value 
of the real estate and machinery; but this state tax is fixed at a 
rate equivalent to the combined local and state rate on gen- 

* 7 Lane, 317. 

* 148 Pa. State, 162; 148 Pa. State, 282. Sec also 145 Pa. State, 96. 

* County Commissioners vs. National Bank, 48 Md. 117. Cf. State vs. 
Sterling, 20 Md. 520; State vs. R. R. Co., 40 Md. 22. 

* Ala. Code, § 453, sec. 8; III. Rev. Stat., chap. 120, § 3; Ind. Laws of 
1891, chap. 4; New York Laws of 1857, chap. 456, § 3, vol. 2, p. 1; Vt. Rev. 
Laws, § 288. In New York, as we know, corporations arc locally taxable 
on their realty and their capital stock, deducting the amount invested in 
real estate. The earlier Maryland provision to this effect (Public General 
Laws, art. 81, §§ 84, 85, 141, 144), has now been abandoned. See 103 Md. 
293. 

* Mass. Pub. Stat., chap. 13, § 40, 
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eral property. While, therefore, Massachusetts avoids double 
taxation of both property and stock, it does not solve the 
problem of affording the commonwealth government an ade- 
quate revenue. According to the theory elsewhere elaborated 
in these chapters, corporations should always be locally taxable 
on their realty; but the commonwealth tax should be levied 
on the total income, or on the total property, without any 
deductions (except those arising from considerations of inter- 
state comity and equity, to be discussed below). The whole 
treatment of double taxation is here based on the assumption 
that the tax is levied by administrative units of the same 
grade, whether state or local divisions. It manifestly does 
not apply to cases where one tax is levied by the common- 
W('alth, and another similar or different tax is levied by the 
county or city, as in Massachusetts. Otherwise we should be 
forced to the conclusion that tlie property tax always involves a 
double, triple or quadruple taxation so far as state, county, town 
and village levy different rates on the same property. This is, 
however, only a juggle with words; such taxation is not in the 
scientific sense double taxation. Strictly speaking, therefore, the 
Massachusetts principle, while osttmsibly sound, is really incor- 
rect. So far, however, as it attempts to solve another problem — 
that of the division of the tax b(‘tween the place where the corpo- 
ration carries on its business, and the place where the stockholder 
resides — the law is deserving of consideration. But that is a 
point which belongs properly to one of the subsequent sections. 

In Switzerland, we find, in the few cases where both tangible 
property and capital arc assessed, that the value of the taxable 
property is deducted from the corporate capital. Thus the 
constitution of 1885 in Aargau provides for the taxation of the 
corporate real estate for both commonwealth and local purposes, 
the value of the realty being then deducted from the capital 
stock.^ The same custom prevails in Schaff hausen.^ In Ger- 
many, Saxony and two of the smaller states are the only ones 
which permit corporations to deduct from their taxable property 
not only their debts but also the par value of their capital 
stock.® The Swiss tendency, like the American, is gradually 
coming to be in accord with the sounder principles. 

^ Schanz, Die Sieuem der SchweiZj ii., p. 239. Cf. the warning above 
on page 260, note 1. 

2 Ibid., ii., p. 170, note 1. 

* L. Blum, Die steiicrliche Ansnutzung der Akticngesellsciwftcn, p. 128. 
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We come now to the most important aspects of double tax- 
ation — the fourth and fifth forms. Here we have the benefit 
of a wide European experience. In the phases of duplicate 
taxation hitherto treated we can learn very little from Europe, 
because in no European state except Switzerland and to a 
minor extent in German 3 ^ are corporations taxed on their 
property as a whole; and in both Switzc'rland and (uTmany, 
as we know, the entire question of corporation taxation is in a 
very primitive and unsatisfa(;tory stage. But tlie problems 
that we now take up presemt themselves in Europe as well as in 
the United Statens, and have there received in some respects 
extended consideration, although they have not yet been suc- 
cessfully solved. 

IV. Double Taxation due to Conflids of Jurisdidion 

This fourth form of duplicate taxation appe^ars in connection 
with almost ever^^ method of corporate taxation. It is so com- 
prehensive that it will be advisable to discuss the subject 
under four chief headings: — 

1. Interstate taxation of corporate property. 

2. Interstate taxation of stock and bonds or of dividends 
and interest. 

3. Interstate taxation of non-resident stockliolders or bond 
holders. 

4. Interstate taxation of corporate receipts or income. 

1. Interstate taxation of corporate property. The difficulty 
here arises in connection with the taxation of personal property. 
In the case of real estate the rule universally adoi)ted in the 
United States is that the propert^^ should be taxed where it is 
situated, and there is accordingly no chance for interstate com- 
plications. But in the case of personalty thc^ great problem is 
that of situs. Should the personalty be taxed wherc^ it is situated 
or should it follow the domicile of the owner? The legal con- 
ditions in the United States are most unsatisfactory. 

We have seen in another place ^ that the American states 
waver between the principles of situs and of mobilia personam 
sequuntur, — that is, some tax only the personalty actually 
situated in the state; while others tax all the personalty, no 
matter where situated, of a resident. The same piece of per- 


^ Supra, p. 114. 
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sonal property may therefore be taxed in two states. The 
obvious result, of course^ is double taxation of a nature which 
cannot possibly be justified. 

In the case of (corporations, w(c are confronted by precisely 
th(c same difficulties, for corporate property is treated in the 
main like that of individuals. It is entitled to the same (exemp- 
tions and subject to the same conditions. It will be readily 
])(‘r(;eived, how(ev(er, with what difficulties the probloun is beset 
wlum, as is usually tluc ease, tin? p(ersonalty of a cor])oration is 
assessed at its place of l)usin(\ss as the l(‘gal In many 

states, like Michigan, IVnnsylvania and New York, it has 
bt'en held not permissiblce to tax corporations for property — or 
at all events for tangibUc j)rop(erty — outside the state; ^ and in 
South Carolina the tax is spe.cifi('ally limit(ed t-o corfxjrate prop- 
(‘rty witliin the State." In other cases it has been lu'ld that the 
movable property of a corporation in use in other states is 
taxable only in the state of the corporation's domicile.^ In 
i^(‘nnsylvania, it has been held that corporate property, con- 
sisting of dredges, etc., not p(‘rman('ntly located anywhere, 
may be taxed in the staUc of the corporation's domicile as part 
of the stock.'^ Some states, like New York and California, 
ajiply the same rule to corporate as to individual property, and 
se(‘k to avoid dou])le taxation of this kind. In New York, 
in order to (cx(unpt the personal property of a corporation be- 
cause it is outside of the state, the change of location must 
be permanent and une(iui vocal."' But in most of the states 
the rule inohilia personam s€(pnnitur is applied, and domestic 
corporations, at all (*A^(aits, are taxed on their whole prop- 
erty.^’ In the case of foreign corporations, however, it is fast 

^ State Treasun'r ex rcl. vs. Auditor-General, 40 Midi. 224; Graham vs. 
Township of St. Joseph, 07 Mich. 052. 

2 S. C. Rev. Slat. chap. 12, sec. 28. For other cases, see Commonwealth 
vs. Railroail Co., 145 Pa. St at e', 9(), distinguishing Commonwealt h vs. Dredg- 
ing Co., 122 Pa. St{it<‘, 380; Commonwealth vs. Westinghouse Air Brake 
Co., 151 Pa. State, 270; Commonwealth vs. St. Bernard Coal Co., 9 South- 
wa'stern Reporter, 709 (Ky.). 

3 Baltimore and Ohio R. R. Co. vs. Allen, 22 Fed. Rep. 370. 

^ Commonwealth vs. American Dn^dging Co., 122 Pa. State, 380. 

* People cx rcl. Pacific Mail S. S. Co. vs. Commissioners, 04 N. Y. 541. 
As to how the realty outside the state should be valued, see 52 Hun, 93; 
People ex rel. Panama R. R. Co. vs. Commissioners, 104 N. Y. 240 (1887). 
For California, see San Francisco vs. Fry, 03 Cal. 470 (1883); San Francisco 
•AS. Flood, 04 Cal. 504 (1884). 

® This was formerly the case also in New Jersey, where personal property 
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becoming the custom, oven in most of the states which levy 
a corporate property tax, to exempt the intangible property, 
on the principle that the domicile of the foreign corporation 
is not changed by its doing business in other states.^ 

Manifestly, if the commonwealths will still cling to the 
policy of taxing the actual corporate property, the only logi- 
cal and just method is for each state to (‘xempt so much of the 
corporate propc^rty as is already taxable in another state. 
The feleral government has unfortunately not exercised its 
right — if indeed it possesses any — to compel such uniformity. 
Our only hope, therefore, lies in the progress of correct public 
sentiment and its influence on commonwealth legislation. 
Until then, we shall still be confronted by the present confusion. 

2. Interstate taxation of corporate securities. The evils arising 
from the simultaneous taxation by different states of the same 
corporate stock or bonds or dividends and interest have been so 
patent as to lead to statutory changes and judicial interjw- 
tations of considerable importance. In Pennsylvania, after 
being long the custom, it was subsequently judicially decid(‘d 
to be the law, that the tax on capital stock a})i)li(\s not to the 
whole capital but only to such a proportion of th(^ (‘apital stock 
as is employed, either actually or constructively, within the 
state. ^ The act of 1907 applied the same principle to the 
bonus on charters. In New York, the original statute at- 
tempted to follow the old rule; but the law was subscH^uently 
so amended as to provide exprt^ssly for the taxation of only so 
much of the capital stock as is employed within the state. ^ In 
a case which arose under the old statute, although decidc'd 
after the passage of the amendment, the court of appeals d(v 
dared itself forced to adhere to the old rule, saying that, although 
it was extremely hard and unjust, the court was unable so to 
construe the statute as to relieve the corporation from the 
provisions of the law.^ The principle in both these common- 

outside of the state, which was ext^mpt in the case of individuals, was tax- 
able when owned by corjxjrations. State vs. Metz, 3 Vrooni, 109; State vs. 
Haight, 6 Vroom, 279. This was however altered by subsequent legislation. 
Cf. the N. J. Revised Tax Act of 1903, sec. 3. 

^ Cf. Insurance Co. vs. Assessors, 44 La. Ann. 760. Cf. ibifl., 705. 

2 Commonwealth vs. Standard Oil Co., 101 Pa. State, 119. As to the 
previous custom, etc., see Decisions of the Anditor-Qeneral, 1878-80, p. 296, 

2 New York Laws of 1885, chap. 501, p. 858. 

^ People vs. Horn Silver Mining Co., 105 N. Y. 76, especially 88. 
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wealths now applies equally to domestic and to foreign corpora- 
tions. In Massachusetts, however, where the franchise tax, 
as we have seen, is applicable only to domestic corporations, 
the general corporation tax is levied on the total capital stock 
irrespective of its employment. 

So far as railroads are concerned, it has become the common 
practice to assess only so much of the capital stock as is rep- 
resented by tlK‘ proportion which the mileage in the state bears 
to the total mileage. This is true even in states like Massa- 
chusetts, wliich do not apply the principle to corporations in 
general, as well as in states like Connecticut, where stock and 
bonds are taxalde. Such a standard, while not perfectly exact, is 
fairly accurate; and has been upheld as (mtirely constitutional.’^ 
It is applicable equally to telegraph companies and to other 
transportation comj)anies; and is gradually b(‘ing applied to 
tliem, although not quil(* so commonly as in the case of railroads, 
in all those states which tax capital stock directly. The prin- 
(‘iple is sound, although it may be contendcal with justice that 
business (lon(‘, i,(\ receipts, is an even better test than mileage, 
even though mileage^ would have to be one of the factors em- 
ployed in apportioning receipts. 

For other corporations, however, it will readily be seen 
how vague is the New York and Pennsylvania doctrine of 
‘'capital employed within the state/' What business firm or 
corporation with ramifications all over the country can tell 
exactly or even a{)proximately how’ much of its capital is 
“employed" within any one state? Even if they can, how 
many of them will tell, when concealment will enable them 
to evade the tax? In some of our commonwealths the state 
officers have the right to insj)ect ihe books of corporations 
and to change the assessments if they deem them too low. 
Even then, what guarantee is there that they will discover 
the real proportion? The taxation of so much of the capital 
as is employed wathin the state is extremely difficult. 

Because of the fact that many states still follow the old New 
York practice it may be interesting to notice some New York 
decisions of cases wffiich occurred before the present amend- 
ments were adopted. A Massachusetts corporation — a tele- 
phone company — was taxed in New York by assessing the whole 
capital in proportion to the number of telephones used in the 

' Delaware Railroad Tax Case, 18 Wall. 208; Erie Railroad vs. Pennsyl- 
vania, 21 Wall. 492. 
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state. Although the tax was declared invalid for quite another 
reason, viz., that the corporation was not technically “doing 
business'^ in the state, the court entered into a discussion, 
obiter indeed, of the question with which we are dealing here. 
Chief Justice Ruger used the following language: — 

“ It is by no means clear that the mode ado})ted . . . produces a 
correct result. . . . We arc quite unable to sanction a principle which 
\vould subject it [the corporation] to the liability of being taxi'd, not 
only in [the stat e] where it is located, as it uiidoubtixlly would be under 
the law as laid down by us [in the Horn Silver Mining Coin])any Case], 
on its entire cai)ital stock and gross earnings; but also in each state of 
the Union in which it should own telephones on siudi proportion of its 
capital stock and gross earnings as the law-makers of such state saw 
fit to impose. 1 

It is difficult to see the justice of this conclusion. It happens 
that Massachusi't ts until USSo, still followed the incorrect and 
inequitable plan of taxing the whole c-aj)ital. But that was no 
excuse for the New York court to inti'rpri't the old statute 
in the same way, or to assume that other state's will also follow 
the precedent which the court itsi'lf pronounci'd “('xtremely 
hard and unjust.'' Two wrongs do not make a right. In the 
absence of any federal law regulating the subjec't, the only 
upright course for each commonw(‘alth to pursue' is to follow 
the dictates of interstate comity and the sound principles of 
the science of finance by taxing only so much of the corporate 
capacity as is, economically speaking, within its jurisdiction. 
As we have repeatedly said, the taxation of (corporate stock 
is by no means the' ideal method. But if the New York principle 
of taxing capital stock and gross earnings bc'. nevertheless 
followed, it is difficult to discovcT any more practicable or 
more defensible method of ascertaining th(^ due proportion 
of capital stock employed or gross profits earned within the 
state than by considering the number of, or royalties from, 
the telephones used. This is analogous to the Connecticut 
system of proportional mileage as applied to railroad companies. 
In the case of telephone companies, however, the number of 
instruments used is a better test than the mileage of the tele- 
phone v/ires; for the capital, as well as the (expenditure, is far 
more nearly in direct proportion to the number of telephones 
in use than to the amount of wire employed. 

In the above case the law was declared invalid becaUvSe the 
^ People vs. American Bell Telephone Co., 117 N. Y. 242, especially 256. 
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tax was assessed on a foreign corporation. Even though this 
foreign corporation held stock in various domestic corporations, 
it was not legally doing business in the state; since before a 
foreign corporation can be taxed under the New York law 
it must not only employ a portion of its capital in that state, 
but must also be engaged in doing business there. ^ In the 
cas(‘ of a domestic corporation the fact that the capital is em- 
ployed within the state is a sufficient ground for taxation. 
So far as its capital stock is invested in the stock of foreign 
cornpanif^s, it is not taxable because it is not employed within 
the state; but so far as its capital is invested in the bonds of 
forc^ign corporations taken in return for the sale of patent 
rights, it is taxable.^ In another case which also arose under the 
old law it was held that the proportion of sales within the state 
to the total sales of a fon^ign corporation is not a fair test of 
the capital employed within the state. Sales may be made by 
sample, so that the corporation may simply keep an office in 
the state and emidoy none of its capital there. ^ 

3. Interstate taxation of non-resident bondholders or stock- 
holders. The subject of the taxation of corporate stock or 
bonds is complicated in another way by the question of extra- 
territoriality. Th(^ problem is this : Can a corporation, even 
though its capital be employed wholly within the state, be 
taxed on its capital or bonded debt if these are owned in part 
by residents of anotlun’ state ? 

Ylui federal Siq^reiue ( 'ourt has arrived at some very remark- 
able conclusions. So far as bonds are concerned, the above 
practice has been pronounced unconstitutional. In one case 
it has been hold that a state tax on bonds issued by a railroad 
company and secured by a mortgage on a line lying partly 

^ Am. Construction and Dredging Co. vs, Wernple, 129 N. Y. 558 (1892). 

2 lOdison Klectric Light Co. vs. Campbell, 139 N. Y. 543 (1893). 

3 dlie Seth Thomas Clock Co. vs. Wemplc, 133 N. Y. 323 (1892). For 
a suggestive treatment of this topic see the Report of the Committee on 
the Taxation of Public Utilities and upon the Interstate Apportionment of 
the Tax in Proccedmgs of the 16th Conference of the National Tax Associa- 
tion, 1924, p. 403. The committee recommends the use of a composite 
criterion compo8(3d, for railroad companies, of all-track mileage, car mileage, 
physical valuation, traffic units, and gross earnings; for street railways, of 
salaries and wages, gross receipts and mileage ; for telephones, of time and 
distan(;e as affecting the relative use of the wires. For general business 
corporations see below, p. 294. 
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in another state was void, b('cause the state was taxing to that 
extent ‘^property and interests beyond her jurisdiction.’' ^ 
A later case went further and decided in general terms that 
a tax on corporate bonds is invalid as to non-resident owners, 
because the debts are the property not of the debtor, i,e. the 
corporation, but of the creditors, t,e. the bondholders. They 
are the obligations, not the property, of the debtors. But the 
creditors cannot be taxed on their property because they are 
not within the jurisdiction of the state.^ The particular statute 
in this case was the Pennsylvania law of 1868, requiring cor- 
porations to retain five per cent on the interest due on the 
bonds, payabhi to non-residents. The state courts which had 
hitherto entertained a different opinion w^ere compelled to 
acquiesce; and in a later case, decider! in the same common- 
wealth, the state tax on corporate loans, f.c. on bonded indebted- 
ness, Avas upheld only so far as it applied to the bonds owned 
by the residents,^ being declared to be a tax on the bondholder, 
not on the corporation.^ This, therefore, is the accepted law 
of the land as to bonds. 

Shares of stock, on the other hand, are treated quite differ- 
ently. It has indeed been decided that a state tax on divi- 
dends is unconstitutional as to non-residents if the corporation 
be required to withhold the tax from the dividends.^’ The 
New Jersey courts, moreover, have held that a corporation is 
not liable on that part of its stock owned by non-residents.® 
The United States courts, however, have uniformly maintained 
that a state tax on capital stock, even though the stock be 
held partly by non-residents, is legitimate on the ground that 
the tax is laid on the corporation as a whole, and not on the 
individual shareholder.' A later case even decided that a 
state tax on the shares of stockholders, which the company is 
required to pay irrespective of dividends, is not a tax on the 
shareholders but on the corporation.® This is held to be true 

^ Railroad Company Jackson, 7 Wall. 262. 

* State Tax on Forcign-held Bonds, 15 Wall. 300. 

* Commonwealth vs. Delaware Division Canal Co., 123 Pa. 594. 

* Bell’s Gap R. R. Co. vs. Commonwealth, 134 U. S. 232. 

* Oliver vs. Washington Mills, 11 Allen, 26S. 

« 26 N. J. 181 ; 3 Zabriskie, 506, 517. 

^ Delaware Railroad Tax Case, 18 Wall. 208. 

*New Orleans vs. Houston, 119 U. 8. 265. Cf. also 196 U. S. 466, up- 
holding the Maryland tax on non-resident stockholders. See Corry vs. 
Baltimore, 96 Md. 310. 
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notwithstanding the fact that in another case a tax on dividends 
or interest paid by the corporation was held to be a tax on the 
income of the stockholder or of the creditor, and not on the 
income of the corporation.^ 

Th(‘ present state of the law, therefore, is that the entire 
capital stock of a corporation may be taxed by any common- 
wealth, but that only so much of the bonds are taxable to the 
corporation as are owm'd by residents of the state. The mere 
statement of this proposition makes it evident how impracti- 
cable would be the otherwise defensible system of taxing cor- 
porations by a separate tax on stock and an additional tax on 
bonds. The Pennsylvania system, which at first blush seemed 
to be an excellent solution of the problem, thus appears to be 
shorn of its chie^f merits, if the present law of the land is sound. 
The great majority of states, the bonds of whose corporations 
are owned mainly outside of the state in large financial centres 
like New York or Boston, would find such a tax vsadly inad- 
equate.^ Even in the state of New York, wdiere for several 


1 Unii i'd States vs. Railroad Co., 17 Wall. 332. 

2 An investigation by the Pennsylvania Tax Conference disclosed the 
following facts as to certain Pennsylvania railroads: — 
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years the comptroller clamored for a tax on corporate indebted- 
ness, the proceeds would fall far below the actual capacity of 
the corporations. The de'cisions of the Supreme Court prevcait 
double taxation, it is true, but they do it so effectually as also 
.to prevent just taxation. 

The same difficulty applies to the taxation of bonds of for- 
eign corporations held in the state. A recent case has d(‘cid(‘d 
that a state cannot impose upon a corporation chartenKl by 
another state, when paying in that other state tlu^ inter(\st 
due upon bonds held by a resident of the first state, tlu^ duty 
of deducting from the interest so paid the amount assessed upon 
the bonds by a tax law of the first state. ^ 

From the economic point of view, these d(‘cisions are inde- 
fensible. If the tax on capital stock is a tax on the corporation, 
then the tax on mortgage bonds is equally a tax on th(^ corpora- 
tion. Stock and bonds toge'ther represent thc^ cor|)orate prof)- 
erty, for the value of the stock is diminished by the existence of 
the bonds. The bondholders, viewed from the economic stand- 
point, are no more creditors of the corporation than are the 
stockholders. They are co-proprietors, just as mortgagor and 
mortgagee are in economic fact co-owners of the land. It is, 
therefore, difficult to see any justification for taxing non- 
resident stockholders while exempting non-resident bondholdcTs. 
The same rule should be applied to both classes, for thedr in- 
terests in the prosperity of the corporation are in this respect 
precisely the same. The original Pennsylvania decision which 
was reversed by the federal Supreme Court rested on an earlier 
case involving much the same question, known as Maltby’s 
Case. And with all due deference to the Supreme Court, it 
must be stoutly maintained that to the vStudent of political 
economy the original Pennsylvania decision seems sounder 
than that rendered by the federal tribunal. In Maltby^s Case 
the court uses the following language: — 

What would the plaintiff’s [a non-resident] loan be worth if it were 
not for the franchises conferred upon the corporation by the common- 
wealth [of Pennsylvania], franchises which are maintained and pro- 

Some of the results are very absurd: Railroad no. 4, although liaving 
$230,000 bonds, paid a tax of $1.92. Road no. 18, worth about the same 
amount, paid $1,200. The last road but one paid no taxes at all. The road 
half of whose mileage was in the state paid nothing at all on its $2,900,000 
bonds. 

^ Railroad Co. vs. Pennsylvania, 153 U. S. 629. 
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tected by the civil and military power of the commonwealth. . . . 
It is on this ground that the legislature discriminates between corpora- 
tion loans and private d(^bt,s as objects of taxation. . . . The loans 
and stocks of a railroad company resand)le each other in many respects. 
Hotli arc ,su])scril)('.d under the authority of a special law, and both are 
so Jar capital that, they an^ employed for the same general j)urp08e. . . . 
Although loans and stocks arc distinguishabh'. for many purposes, yet 
th(i h'gislature committed no ver 3 ^ gn^at solecism in treating loans as 
taxa))l(‘. ])roi)erty withiji our jurisdiction. . . . Corporation loans, 
though in oikj sense mere debts, are, like moneys at interest, taxable 
as prop('rt i 

This is ])erf('etly sound economics, although it is not now the 
law of tli(^ United States. 

It. is remarkable that, in several cases decided since tlu', leading 
ca.s(‘ of tli(‘ state', tax on foreign-held bonds, the Supreme Court 
has applic'd to the relations between the federal government 
and for(‘ign states a principle entirely different from that which 
it invok(‘d in th(‘ case of tlie commonwealths. It has been held 
tliat the national tax imposed during the Civil War on the 
divid(‘nds, coupons and profits of transportation companies 
is an excise tax on tlu^ business, and that it is valid even though 
the dividends or interest are withheld from a foreign stock- 
holder or bondholdc'r.^’ Justice'. Field in a dissenting opinion 
showed the incongruity" between these d('cisions and the earlier 
ones as applied to commonwealth laws. He said: — 

“ If the United States can do this, why may not the state do the same 
thing vath reference' to the bonds issued by corporations cr< ated under 
1 heir laws? ^V^hat is soujid law for one sovereignty ought to be sound 
law for another/’ ^ 

This protest, however, was in vain, and the legal status of 
the probkmi continues to be anomalous. The federal govern- 
iiK'nt can impose a tax on the total stock and bonds, or total 
dividends and interest of corporations, irrespective of the 
residc'nce of the holders. The sej)arate commonwealths, on 
the other hand, whicli are treated like foreign countries in the 
case of corporate stock or dividends, can impose a tax on only 
so much of the bonds or interest as are owned by, or due to, 
residents. This is of course illogical. 

^ Maithy vs. Reading and Columbia Railroad Co., 53 Pa. State, 140. 

Railroad Comi)any vs. Collector, 100 U. S. 595 (1879); United States vs, 
Erie Railroad Co., 106 U. S. 327 (1882). 

3 100 U. S. 335. 
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A peculiarly interesting complication arises in those com- 
monwealths where the law of mortgage has been changed for 
tax purposes. One of the chief grounds of the decision in the 
Foreign-held Bond Cas(^ was that the railroad lands on which 
the bonds and mortgages were issued lay in Pennsylvania, 
and that the non-resident bondholder had no property therein. 
Said Justice Field: — 

“The property in no sense belonged to the non-resident bondholder 
or to the mortgagee of the company. The mortgage transferred no 
title; it created only a lien upon the property. Though in form a con- 
veyance, it was both in law and equity a mere security for the debt. 
The mortgagee has no estate in the land.^^ 

It would be interesting, if this were the proper place, to 
trace the law of mortgage through both the Roman and the 
English law, and to show that in each system the mortgagee 
originally had both possession and property; that in a later 
stage he had no property in the land but retaincnl the posses- 
sion; until finally he had neither property nor possession, but 
simply a lien.^ Be that as it may, it is true that Justice Field 
correctly represented the American law on the subjeett. That 
the mortgagee has no estate in the land is th(^ Pennsylvania 
law; ^ and similar eases have been decide'd in the same way in 
other commonwealths. Thus, in an Iowa case, a corporation 
mortgage held by a non-resident was declared non-taxable in 
Iowa because “the mortgagee has only a chattel interest. . . . 
The mortgage is personal property . . . and attaches to the 
person of the owner.’' ^ So also under the old constitution of 
California, a case of inter municipal taxation was decided in 
the same way. A judgment of record in one county upon the 
foreclosure of a mortgage situated in that county, the owner 
of the judgment being the resident of another county, was held 
not taxable in the first county because “the thing secured by 
the mortgage is intangible and has no situs distinct and apart 
from the residence of the holder. It pertains to and follows 
the person.” ^ 

^ For the Roman law of fiducia^ jrignus and hypothecay see Hunter, Roman 
LaWy pp. 262-276. For the development of the English law, see Digby, An 
IntrodiLction to the History of the Law of Real Property y chap, v., § 5 (2). 

* Rickert es. Madeira, 45 Pa. State, 463. 

» Davenport vs. The Mississippi and Missouri Railroad Co., 12 Iowa, 539. 

* People vs. Eastman, 25 Cal. 603. See also State of Nevada es. Earl, 1 
Nevada State, 397; State vs. Ross, 3 Zabriskie, 517. 
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It will be seen that all these cases turn upon the point that 
the mortgage is personal property; but in several common- 
wealths, as we know,^ it has been provided that the interest 
of the mortgagee should be considered, for purposes of taxation 
only, as realty. This changes the whole situation and entirely 
undermines the foundation of the decision in the Foreign-held 
Bond Case. If the interest of the non-resident bondholder, 
z.e., the mortgagee, is no longer personalty, it does not follow 
the person of the bondholder, ]>ut may be taxed by the common- 
wealth in wliieh the corporation is situated. The taxation of 
non-resident bondholders must thus be assimilated in these 
states to that of non-resident stockholders, and the federal 
decision will thercifore be applicable to one part, but inapplicable 
to another part, of the United States. It may even happen 
that the corporate property covered by the mortgage is situated 
in several different states, so that part of the bonds may be 
subject to one law, part to anotluT. The ensuing complications 
may be easily imagined. It would be far bc^tter for the Supreme 
Court to abandon the whole contention and on purely economic 
grounds to reverse its decision. In assessing a tax on capital 
stock or bonded debt, it should be entirel}^ immaterial whether 
or not some of the stockholders or bondholders live without 
the state. The residence of the security holder should have 
nothing to do with the taxation of the corporation. 

If the tax is imposcxl not on the corporation but on the share- 
holders, non-resident stockholders would naturally escape, 
because outside the tax jurisdi cation. In some cases, however, 
it is provided that corporations must then pay taxes for the 
non-resident stockholders.^ 

From one point of view there is indeed some force in the 
contention that the residence of the security holder should 
be considered. It may often occur that the stock and bonds 
of a corporation lying within one state may be owned by res- 
idents of another state. If the whole fortune of these individuals 
is invested in such securities, the second state would get no 
revenue at all if it exempted securities of taxed corporations. 
Yet the individuals certainly owe some duty to the state of 
their residence; their economic allegiance, so to speak, is partly 
due to the state where they live. On the other hand, it is equally 

* Supra, p. 104. 

* Md. Rev. Code, part, viii., art. xi., § 87; N. J. Rev., 1877, p. 1199 (as to 
banks); Ore. Gen. Laws, 1872, chap. 57, art. 1, § 6. 
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clear that the corporation owes a decided duty to the state 
where it is situated and whjere its earnings are secured. How is 
this conflict to be avoided? 

The most desirable solution of the difficulty, as we have 
already intimated, would seem to be the division of the tax 
between the states of the corporation and that of the security 
holder. Each party possesses taxable faculty or al)ility within 
the borders of the resp(',ctive states — the corporation where 
it earns its money, the security holder where he resides and 
enjoys the benefit of governmeait. For eacli st,at(' to levy the 
entire tax would be double taxation; hence, if one party is 
taxed, the other should be exempt. In ordt'r to obviate tlie 
complete loss of revenue to the om^ stat(\ and to satisfy the 
conflicting claims, the principle of (‘conomic allegianc(' must Ix^ 
invoked, and each state must b(' j)ermittcxl to tax that portion 
of the economic faculty that properly falls within this category. 
This of course must be arranged by interstates agrexancait. Th(‘ 
plan has not yet been tried in any American state, b(‘cause no 
serious attempt has ye't been made to grapple^ with the' dif- 
ficulties; yet no final escape from th(‘ complexities of double 
taxation can be attaimxl until some such method is adopted. 
But even though the proceeds ought to be so di\id(‘d, the tax 
ought to be levi(‘d as a whole, entirely irrespective' of tlu' res- 
idence of the security holder. This part of the problem may be' 
solved according to the system proposed by the Tax Confe^re'ne'e 
of Pennsylvania and practised in some other states, like Illinois, 
Indiana and Connecticut; namely, by assessing the' corporatie)n 
on a valuation equal to the market value of the whole' ca})ital 
stock plus the entire bonded debt, with a provision that e)nly 
so much of the capital shall be assessed as is economieailly within 
the state. 

4. Interstate taxation of receipts or income. This phase of 
interstate double taxation presents far le'ss difficulty. In re- 
gard to gross receipts the measure of faculty is very simple, 
viz., the gross receipts from business done within the state'. 
In the case of insurance companies this is fast becoming the 
general rule in this country. When the returns do not show 
the precise amount of the gross receipts, the laws often provide, 
especially in the case of transportation companies, that the 
'‘gross earnings within the state” should be deemed to be that 
proportion of the entire gross earnings which the mileage within 
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the state bears to the total mileage. This is the definition in 
Maine and many other states, and it has generally been upheld.^ 
Under this definition th(? question has sometimes arisen whether 
the word 'mileage is to be interpreted to mean miles of traek 
or miles of line. The former is, obviously, the (correct economic 
basis, for the more double tracks, sidings and spurs, the dcaiser 
usually is the traffic. In Wisconsin mik'age has been hcdd to 
incliuh^ side tracks.^ The mileage principle has also been ap- 
plied to street railway companies, in the assessment of lint‘s 
within and without tla^ city limits.^ An interesting variation 
is found in the Virginia law imposing the gross receipts tax on 
railroads which adds a proviso making an allowance ‘'for a 
reasonable^ sum b('caus<‘ of any excess of value of the t(‘rminal 
faealities or ollnT similar advantage's situateal in other states over 
similar facilities or advantages situate'd in this state.’’ 

Another definition of “gross (‘arnings within the state” 
whi(‘h obviatc'S this whoh' quevstion of doul)le tracks, allowances, 
etc., has been adopted by Minnesota and more^ recently by 
California. Thus to cpiote' the California law “gross receipts 
within the state shall be deemed to be all receipts on business 
beginning and ending within this state, and the proportion 
based upon the proportion of tlu' mileage witliin this state to th(» 
(mtire mileage over which such business is done, of receipts 
on all busiiK'ss passing through, into or out of th(' state.” Mih‘- 
age in this case means simi)ly the distance a givem shipment 
is hauled. If we compare the so-called MaiiU' systian with the 
so-call(;d Minnesota system it may be said that while the 
former is really the simpler, the latter is on the whole mor(‘ 
equitable in that it does not attempt to get any taxes or traffics 
])eyond its own limits.^ As to otlier than transportation cor- 
porations the gross earnings tax can be easily arranged so as 
to obviate double taxation. 

If in lieu of the gross earnings tax a tax on net receipts or 
income be imposed, how does the matter stand then? Strictly 
speaking, only so much of the income as is earned within the 
state should be assessed; but since it is exceedingly difficult 
to apportion the expenses of a large corporation among all its 

1 18 Wall. 208, 231. Cf. 92 U. S. 608; 125 U. S. 530; 45 Md. 384; 141 
U. S. 18; 55 Fed. Rep. 206. 

' 2 04 i;^. 

» 74 Md. 405. 

* Cf. for a discussion of llie two methods Report of the California Commit- 
sion on Revenue and Taxation, 1906, pp. 17 1-1 74. 
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branches in different commonwealths, it would seem preferable 
to adopt some approximate standard by which the net receipts 
could be measured. All sorts of criteria have been attempted in 
the various states imposing an income tax, some of them of a 
very intricate nature.^ There is ample room for the elaboration 
of a practicable and easily ascertained measure. 

We have thus far considered only the question of complica- 
tions arising from international or interstate taxation. Of 
minor consequence, but still of sufficient importance to deserve 
mention, are the problems of intermunicipal double taxation. 
These are of minor consequence because, in the United States 
at least, there are, with the exception of street car lines, few 
instances of local taxes on the receipts of corporations which 
do any business without the limits of the local divisions. On 
the other hand, we find local taxes on the total property and 
on the capital stock of corporations which have more than a 
purely local significance. The rules should be the same as those 
applied above to cases of interstate taxation. 

What can Europe teach us? The chief countries in which 
such interstate complications have arisen were the federal states 
of Germany, Austria-Hungary and Switzerland. In two of 
these an attempt has been made to regulate tlie matter. 

1 The New York law prescribes three criteria : (1) The average monthly 
value of the realty and tangible personalty within the state; (2) the 
average monthly value of bills and accounts receivable ; (3) the propor- 
tion of the average value of the stocks of other corporations owned. In 
Massachusetts, after deducting interest and dividends due to citizens of 
the state and gains from the sale of real estate or tangible personalty wit hin 
the state, the remaining income is divided into three parts ac(;ording to the 
relative proportion within the state of (1) tangible property, (2) wages, 
salaries and commissions, and (3) gross receipts from sales, rentals or 
royalties. In Wisconsin the numerator of the fraction is obtained by add- 
ing to the book value of all property owned within the state (loss certain 
items) the gross sales in the state; then subtracting the factory cost of 
goods sold in the state, and adding factory and all products manufactured 
in the state. The denominator is found by applying the same process to 
property and business everywhere. The Report of the Committee on the 
Apportionment between States of Taxes on Mercantile and Manufacturing 
Business (Proceedings of the 15th Cojiference of the National Tax Association, 
1923, p. 198) recommends the allocation as to interest, dividends, rents and 
royalties according to the place of business in connection with which they 
are received ; as to gains from the sale of capital fissets according to the . 
location of the property, and as to the income from manufacture or sales 
partly according to the value of the tangible property and partly according 
to wages, cost of materials and receipts from sales. 
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In Switzerland the constitution of 1874 imposes on the 
federal legislature the obligation of preventing double taxation, 
without attempting, however, to analyze or to point out the 
various forms of double taxation.^ While several decisions 
of the Swiss courts have dc'finitely settled some of the simpler 
l)roblems of duplicate taxation, the more subtle questions 
that interest us under this fourth heading have not yet been 
adjudicated to any extent. Bc^yond the principle that ‘corpora- 
tions, like natural persons, are taxable on thcar income and on 
their property by the canton where their chief office or establish- 
ment is situated, or where their busin(\ss is conducted, no 
successful attempt has as yet been made by the federal legis- 
lature or courts to solve the problems here discussed.^ A few 
of the cantons, however, have recently embodied in statutes 
the principle that only so much of the capital or income as is 
employed or received within the commonwealth should be 
taxable. Such, for instance, is now the law in Vaud, Ticino 
and Baselstadt.^ In Bern the same principle is applied to 
intermunicipal taxation.^ In Uri the taxable property and 

^ Art. 4C): “Di(‘ HuiKl{\sff(*Sf‘tzg(‘bunK wire! . . . gegen Doppelbcsteuerung 
die erfor(l(’rliclien Best iinmungc^n treffem.” 

2 Zii roller, KrUUchv Damtvlhmg der hundet^rechtlichen Praxis betreffend 
das Verbot der Do p pelbcste ticrwig (Basel, 1882), pp. 88-93; Schroiber (same 
title], p. 259. C/. also, in general, Speiser, Das Verbot der Doppelbestelter- 

ung, Basel, 1S8G; and the chapt(‘Ts on double taxation in W. Gerloff, Die 
Kantonnle Hesteuerung der Aktiengesellschafien in der Schweiz, Bern, 1906; 
and the book of Schwarzmann, mentioned on p. 145. 

^ In Valid, all individuals as well as private corporations or societies, 
“sont soumis a rimp6t, pour tout le capital mobilier affect^ au service de 
lour aotivite dans h; canton.’' Loi d’impdt sur la fortune inobiliM> et sur la 
fortune iniinobilidre, du 21 a6ut, 1886, chaj). iii., art. 12. Printed in Schanz, 
Die Steuern der Schweiz, v., ]>. 387; rf. also, iv., p. 128. — In Ticino, 'Te 
persone, le ditte coinmerciali, le societa o gli enti morali in genere, che, non 
avendo il loro domicilio o la loro sede nel Cant one, vi tegono stabilimento, 
succursale, agenzia, rappresentanza, o vi esercitano un’ industria, oppure vi 
poseggono beni o naidite . . . sono tenuti al pagamento dell’ imposta, in 
ragione della sostanza e della rendita che hanno nel Cantone.” Legge sull’ 
im{)osta cantonale (April 28, 1890), art.. 14. In Schanz, v., p. 462. — In 
Baselstadt, ^T)ei Gesellschaften widcdie neben der Niederlassung im Kanton 
auch cine solche ausserhalb des Kantons besitzen, tritt eine dem Umfange 
der ausswiirtigen Niederlassung entsprechonde Minderung des Steuerbe- 
trags ein.” Gesetz betreffend die Besteuerung der anonymen Erwerbs- 
gesellschaften, vom 14 Oktober, 1889, § 4. In Schanz, v., p. 50. 

* ‘‘ Bei Unternehmungen, die in vcrschiedenen Gemeinden ihr Gewerbe 
ausUben, ist die Steuer nach Verhaltniss der Ausdehnung des Geschafts an 
dicse Gemeinden zu entrichten.” Gesetz Uber das Steuerwesen in den 
Gemeinden, vom 2 Sept., 1867, § 7. In Schanz, v., p. 88. 
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profits are calculated in proportion to relative mileage.^ In 
Neiich&tel fon'ign corporations are taxable only for the profits 
earned within the commonwealth.- In Appenzell it is provided 
that corporations should pay the income tiix in the place where 
the business is carried on, but in such a manner as to avoid 
double taxation.’^ Tlie law of "I'icino is especially interesting 
for the further reason that it also imposes a tax on all corj)orate 
loans, but allows the corporation to dc^duct the tax only from 
the interest on the bonds owned within the canton. Fon'ign- 
h('ld bonds tlius escape taxation in the hands of the individual 
holdcT exc('{3t by the state of the owner’s residence. 

In Germany, the conditions are much the same. In 1870, 
an irnpc^rial law was enact (‘d which forbade in express terms 
double taxjition arising from interstate complications. This 
law provided that individuals should be taxed ])y the state of 
their domicile, and that real (\state should be taxable by the 
state of its location. The only clause affc'cting corporations 
prescrib('d that the occu})ation as wctl as th(‘ in(*ome from the 
busiinvss could be taxed only by tlui state wIktc th(> business 
was carried on.^ The commission which drafted the law, 
however, evaded the main question by assenting that the 
exact proportion of the corporates business or income' ta.xed 
by. any one state must depend on ‘Hhe particular form of the 
actual conditions.’’^’ This has settled nothing, and the matter 
remains, as before, a subject for the separate states to regulate. 

^ Uri, Steuergesotz vom 10 Mai, 1886, art. 13. In 8chanz, v., p. 376. 

2“Lcs societies anonymes . , , sont soumis(\s au inline imp6t pour lea 
ressourcos que leur procuront lea affairea faites dans 1(‘ j)ays." Loi aur 
rimp6t direct dii IS octobre, 1878, art. 6, § 3. In S(‘lianz, v., p. 210. 

* ^Tmmerhin untcr Vermeidung von I)oppelb(*at(‘uerung.” Vollziehungs- 
vt^rordnung Uber die AusfUhrung von Art. 16 d(T V(Tfa.ssung betreffend das 
Steuerwesen (April o, 1880), art. 6. In Sctianz, v., p. 26. 

^ The corporations ^'sono tenuti al pagamento ddt iniposta . . . sulF 
importo complessi^^o delle obbligazioni al portatore da loro eniesse.” But 
the law contains this further provision: “Non saranno colpiti dall’ imf)osta 
i capital! [including the bonds] di cui . . . ove il contribiiente dimostri che 
ci6 costituirebbe una doppia irni)Osta.” . . . Arts. 15 and 3, § 3 of the law of 
1890, In Schanz, v., ])j). 460, 462; cf. iv., p. 282. 

® Reichsgestz wegcai Boseitigung der Doppelbestouerimg; vom 13 Mai, 
1870, § 3, R(a>rinted in Meitzen, Die Vorschriften uher die Klassen- xmd 
klassifiziertc Eixikommensieucr in Freussen, no. 6. 

® “Dass die P]ntscheidimg immer von der besonderen Gestaltung der 
tatsachlichen Verhaltnis.se abhangen werde.^' Cf. Clauas, “Das Reichs- 
gesetz wegen Beseitigung der Doppelbesteuerung,’' in Schanz’s Finanz- 
ArchiVy v., pp. 1 38-197, especially p. 179. 



THE TAXATION OF CORPORATIONS 


297 


Several of the German commonwealths have now adjusted 
the difficulties in very much the same way that has been adopted 
or proposed in various Amc^rican states. Thus the Baden law 
provided that only so much of tin; corporate income shall b(' 
assessed as is i)roportional to the amount of capital emf)loy(‘d 
within the state. ^ So the earlier Prussian law providi'd that 
th(^ taxal)le iK^t income of railroads whi(‘h lie partly in other 
states should ])e estimatf'd l^y the proportion of gross receii)ts 
within th(‘ state, and that this again should be calculat('d 
according to mileage.^ The ITussian local law tax of 1885 
ineasurfis the ])roi)ortion of corporate income or net profits 
due to each tax district by the share of gross re(‘eipts in the 
case of banks and insurance companies, and by the share of 
(expenses for salaries and wages in the case of transportation 
companies.’^ TIk' income-tax law of 1891 states that only 
that part of the lU't receipts actually earned in Prussia shall 
be taxable.'^ 

The t(‘ndency thcTefore seems to be the same in all countries. 
Whether the tax b(‘ impos(‘d on pro])erty or on income, th(' 
law should b(^ applicable to both dom(‘stic and foreign corpora- 
tions; and while no deduction should l)e made for non-resid('nt 
holders of stock or bonds, only so mu('h of the* prop(‘rty or 
income should be ass('ssed as is employed or r(‘ceived within 
th(‘ state. Since an exact standard is unattainable, it is advisaljle 
to use the approximate test of relative mileage in the cjise of 
transportation companies and of relative gross receipts in the 
case of other corporations. 

V. Taxation of the Corporation and of the Security Holder 

We come finally to the fifth and most important division 
in the subject of duplicate taxation — the taxation of the cor- 
poration and of the shareholder or l)ondholder. The question 
is: If we tax the corporation, shall we also tax the individual 
who owns the stock or bonds of the corporation? Is this double 
taxation? Is it unjust? 

' Badisches Einkommensteuergesetz von 20 Juni, 1884, art. 5, lit . B. In 
Finanz^Archiv, iii., p. 368. 

2 Law of March 16, 1867, § 9. For the judicial dt^cisions and reHcrij>ts on 
this point, see Claiiss, oy. cit., p. 181. 

^ Commimalsl ouernothgeset z von 27 Juli, 1885, § 7. Printed in Finanz- 
ArcMv, iii., pp. 174-193, together with an explanatory article hy Secretary 
Herrfurth. 

* Einkommenstcuergesetz von 24 Juni, 1891, § 16. 
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Let us first discuss the actual practice both here and abroad. 
In the United States the legal conditions are absolutely lack- 
ing in uniformity. In some states the tax on the corporation 
is declared to be a tax on the shares, which are accordingly 
exempted from assessment. Thus in California, the statute 
declares that “shares of stock possess no intrinsic value over 
and above the actual value of the pro})erty of the corporation 
for which they stand, and that to tax both corj)oration and 
shareholder is double taxation.^ In Arizona, we find exactly 
similar language used.^ In most of tlu^ other commonwealths, 
also, shares of stock in the hands of individuals are exempt 
when the corporation itself is taxed, although the reason of the 
rule is not always expressly stated as in the cases just cited. 

On the other hand, the statutes in North Carolina, Wyoming 
and Iowa (except for manufac^turing corporations) and the 
judicial decisions in Illinois, Iowa, Louisiana, Maine and Mary- 
land are to the (contrary effec*t.'^ This was formerly true also in 
Indiana, Pennsylvania and Tennessee.^ In some of these 
cases it has been held that “the tangible property of a corpora- 
tion and the shares of stoc’k are se})arate and distinct kinds 
of property und(T different ownership; th(' first b(‘ing the 
property of the corporation and the last the property of the 
individual stockholder,” Taxation of both corporation and 
shares of stock is hence pronounced neither duplicate nor un- 
just taxation, even though the shares of stock liave no value 
save that which they derive from the corporate property and 
franchise.'^ In other cases again, it has been held that even 
though the taxes amount to double taxation, they are not un- 
constitutional. This, however, is true only in those states 

1 Cal. Code, § 3608, new sec. March 7, 1881; cf, Burke vs. Badlain, 57 
Cal. 594; 21 Fed. Rep. 539; 22 Fed. Rep. 002. 

2Ariz. Code, §2033. 

^ Porter vs. Railroad Co., 76 III. 501 ; Danville Banking; Co. vs. Parks, 88 
111. 170; Cook vs. Burlington, 59 la. 251; New Orleans vs. Canal Co., 32 La. 
Ann. 51; Cumberland Marine Railroad vs. Portland, 37 Me. 444. Wilkens 
vs. Baltimore, 103 Md. 293, and Baltimore vs. Alleghany Co., 99 Md. 1. 

* 15 Ind. 150; 49 Pa. State, 526; 06 Pa. State, 77 ; 47 Pa. State, 106. But it 
has been recently held in Pennisylvania that double taxation will not be sup- 
ported except by express enactment. 156 Pa. State, 488; 151 Pa. State, 265 
and 276; 139 Pa. State, 012. 

® So also in Switzerland this simultaneous taxation has been upheld on 
the strictly juristic ground that the corporation and the shareholder are dis- 
tinct persons. See Speiser, Das Verbot der Doppdhesleuerung^ and Roguin, 
La Rbgle de Droit (Lausanne, 1889), 141 and passim. 
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which admit double taxation, as Pennsylvania formerly did, 
even though it be confessedly unequal. 

Other commonwealths, again, take a less logical middle 
ground. In the case of certain corj>orations they do not permit 
taxation of both shares and corporation; in the case of other 
corporations they do not object to this simultaneous taxation. 
In the case of national banks, as we know, the taxation of the 
corporation itself is made impossible by federal law. Most 
of the states, therefon', tax only th(^ individual shares, although 
they (‘ollect the tax through the corporation.^ In many cases 
this system has be^en (‘xtended to other banks besides national 
banks. A few commonwealths (Delaware, Georgia, Kansas 
and North Garolina) pursue this method with regard to all 
corporate shares in general, and collect the tax from the cor- 
poration.^ In a few others, including Iowa, Kentucky and 
Vermont, the prohibition of simultaneous taxation of both 
shareholder and corj)oration applies only to definite classes 
of corporations.'^ In Ohio it is true only of domestic corpora- 
tions. In Massacliusetts domestic (‘orporations are taxed and 
the individual shareliolders are (‘xein})t as regards all dues 
except thos(^ for s(‘hool-district and parish purposes.^ 

The decisions of the United States Su])reme Court are some- 
what conflicting. The earlier cases seem to uphold simultaneous 
taxation of corporation and of shar(diolder. In a late case, 
however, th(^ court asserts that double taxation is never to be 
presumed; and that, although the commonwealths have an 
undoubted right to levy such taxes, in the absence ot a special 
statutory provision the presumption is against such an im- 
position.'*' On this point, accordingly, we find contradiction 
of theory. 

In a cognate matter there is a still greater diversity of practice. 

* See supra, p. 155. 

2 Del. LavvK, la, chap. 393; Ga. Code, sec. 815; Kan. Comp. Laws, chap. 
107, sec. (i; N. C. Machinery Act of March 11, 1889, sec. A 6. 

® In Iowa the prohibition applies only to manufacturing companies, Acts 
18th Gen. Assembly, chap. 57, §§ 1, 2; in Kentucky to turnpike, gas, tele- 
graph, telephone, express, street-railway and toll-bridge companies, Rev- 
enue Law of 1886, chap. 1223, art. iv., § 8; in Vermont to railroads, Rev. 
Laws, sec. 270. 

^ Mass. Pub. Stat., chap, xi., sec. 4. 

® Tennessee vs. Whitworth, 117 U. S. 136, 137; also, New Orleans vs* 
Houston, 119 IT. S. 265. For the earlier cases, see Van Allen vs. Assessors, 
3 Wall. 573; The Delaware Railroad Tax Case, IS Wall. 230; Farrington 
vs. Tennessee, 95 IJ. S. 686; Sturges vs. Carter, 114 U. S. 511. 
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Some commonwealths, as we have just seen, tax the stock- 
holders on the full value of their shares, irrespective of the 
question whether the corporation has been taxed or not. In 
other states, however, only a portion of the value of the shares 
is taxable. Thus in Louisiana, Minnesota and Nebraska, in 
the assessment of shares of stock to the holders, a proportionate 
part of the value of the real and personal corporate property 
taxed within the state is deducted from each share. ^ In New 
Ham])shire and Tennesse(S“ as formerly in New York in the 
case of banks, a proportionate i)art of the real estate actually 
taxed is dt'ducted from ('ach share. In Rhode Island, a propor- 
tionate part of the real estate and machinery is dc^ducted.'* 
In Maine, a proportionate part of the machinery, goods manu- 
facturcal or unmanufacturcKl, and real estate locally taxable is 
deducted.'’ Finally, in New York, tlie statute (which applies, 
how(‘ver, only to state and national banks) provides for the 
deduction of the assessed value of the real estate. In all these 
(!ases only tlu^ property actually taxable within the state is 
deducted. In Vermont, on the other hand, in the (;ase of manu- 
facturing compani(‘s the value of the corporate realty and 
p(‘rsonalty, and in the case of all otlu'r corporations the value 
of the realty, is deducted whether the projx^rty be located or 
taxable within or without the commonwcMilth.^ And in the 
revised franc^hise tax on business corporations in Massachusetts 
the value of the taxable propert}^ both within and without 
the state is deducted.^ 

A somewhat analogous question is that of the taxation of 
the shares of foreign corporations in the hands of individual 
residents. All those states which, as we have seen, declare 
it to be justifiable to tax both corporation and shareholder, 
of course do not hesitate to tax the shares held by residents, 

' La. Acts of 1S88, no. 85, sec. 27; Minn. Gen. Stat., chap, xi.; Neb. Act 
of March 1, 1879, sec. 32. 

2N. H. Gen. Stat., chaps. 53-55; Tenii. Laws, 18G8-09, chap. 9, sec. 9. 

^ N. Y. Laws of 18(3G, chap. 7G1; Law^s of 1882, chap. 409, § 312. Cf- Peo- 
ple vs. Commissioners of Taxes, G9 N. Y. 91. These New York laws w(Te 
repealed when the special 1% bank tax was impos(jd in 1901. Cf. supra. 
p. 157. 

^ R. I. Pub. Stat., chap. 43, sec. 12. 

Me. Rev. Stat., tit. i., sec. 14, § 3. 

® Vt. Rev. Laws, tit. 9, chap. 22, sec. 288. Cf. on this point, Moore, “Cor- 
porate Taxation,” in American Law Review for 1884, p. 771. Moore’s state- 
ments are not entirely accurate. 

^ Cf. supra y p. 206. 
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even though the foreign corporation itself be taxed. There is 
here, therefore, no discrimination between domestic and foreign 
corporations. The other states which declare the simultaneous 
taxation of corporation and shanjholder to be duplicate taxation, 
may be divided into two class(\s. Some of them exempt the 
shares held by residents in foreign corporations, but only wher\ 
the foreign corporations themselves are actually taxed by the 
state of their n^sidence. This is the rule in almost all of New 
England and in a few other states, like California, Louisiana 
and New Jersey.^ New York goes still further, and always 
presumes that the foreign corporation has been taxed by the 
state of its residence.'-^ In actual practice the custom is very 
much the same in the other states mentioned. 

Some states, however, like Massachusetts, make a distinc- 
tion betweiai foreign and domestic corporations, exemi)ting 
the shareholders of domi^stic corporations (or taxing them only 
through a simple tax on the corporation itself), l)ut assessing 
the shareholders of foreign corporations on their shares. This 
practice has given to considerable controversy;’*^ but from the 
standpoint of justice in taxation it can be defended only to a 
very limited extent. According to the principle of relative 
economic interests, the shareholder of a foreign corporation 
is indeed under a certain obligation to support the state of 
his residence. The proper wa}" to satisfy the conflicting claims 
is, however, to hav(^ the fonagn state, which taxes the corpora- 
tion, divide the tax according to some agreement with the state 
where the stockholder resides. To tax the shareholder when 
the foreign state already taxes the corporation seems inadmis- 
sible; while entirely to exempt the shareholder is unfair to the 
state of his residence. Some 7nodus vivcndi ought to be arranged; 
but so long as it does not exist, the New York rule should be 
followed. 

^ N. H. Gen. Laws 1878, chap. 53, sec. 6; Vt. Rev. Stat., tit. ix., chap. 12, 
sec. 270; R. 1. Pub. 8tat., chap. 42, sec. 10; N. J. Revis. 1877, p. 115; sec. 04. 
Cf. Smith vs. Ramsey, 25 Vroom, 546 (1893); Lockwood vs. Weston, 61 Ct. 
211 (1891); City of San Francisco v. Mackey, 22 F(‘d. Rep. 602. 

®C/. Hoyt vs. Commissioners, 23 N. Y. 224 (1861). 

* This has been the; law since 1836. But up to 1866 taxes paid on Massa- 
chusetts real estate and machinery by the foreign corporal ion were deducted 
from the tax on the shareholder. Mass. Rev. of 1836, chap. 7, secs. 2, 4; 
Dwight vs. Boston, 12 Allen, 316. Cf. Crocker, The Injustice ami Inexpe- 
diency of Double Taxation, 1892; R. H. Dana, Double Taxation Unjust 
and Inexpedient, 1892. The rule is the same in Md. See Code of Public 
General Laws (1904), art. 81, sec. 156, 
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Such is the situation in regard to shares of stock. The 
same question can, of course, arise in reference to mortgage 
bonds. As regards the simultaneous tiixation of corporate 
property and the individual bondholder, the disagreement 
is less profound only bccjause corporate loans are, as we know, 
rarely taxed. In the one commonwealth, Connecticut, where 
certain corporations pay what has been pronounced a property 
tax on the value of their stocks and bonds, it has been held not 
to be double taxation to assess the individual bondholder as 
well as the corporation.^ Yet Pennsylvania comes to the op- 
posite conclusion, so far as the bonds in this commonwealth 
are taxable only to the corporation and not to the individual 
bondholder; - for in these states neither stockholder nor bond- 
holder is liable. The federal Supreme Court virtually accepts 
the same principle in deciding that a tax on the bonds is a tax 
on the bondholder,^ the corporation being used merely as a 
convenient means of collecting the tax. It may be confidently 
asserted, therefore, that so soon as the taxation of corporate 
loans becomes as general as is now the taxation of corporate 
stock, we shall be confronted by precisely the same diffi- 
culties. 

If we turn to Europe, w^e shall find a still greater diversity 
of practice. Of the European countries, Switzerland is the only 
one in which some of the cantons still tax corporate property 
or capital stock; and in Switzerland the condition is just as 
chaotic as with us.^ Thus one sc^t of cantons (Glams, Orisons, 
Baselstadt, Aargau and Ticino) formerly taxed only the sharo 
holder.^ The intercantonal complications, however, soon as- 
sumed important proportions; for it frequently occurred that 
the great majority of the shareholders resided in a different 
canton from the home of the corporation, to the manifest det- 
riment of the public revenue in the latter. Owing to this fact, 

' Bridgeport vs. Bishop, 33 Conn. 187. 

2 Pa. law of June 30, 1885, § 4. Before the corporation-tax law of 1880, 
the same principle applied to all corporations in New York. Before the 
law of 1896 this principle applied also in Maryland. 

* State Tax on Forcign-held Bonds, 15 Wall. 300. 

Cf. in general, Schanz, Die Sieuem der Schweiz^ i., pp. 90-99; and ZUr^ 
cher, Kriiische Darslellung betreffend das Verbot der Doppelbesteuerung, 
pp. 36-41. Cf, the caution on page 260, sujyra. 

^This was true in Orisons from 1871 to 1881; in Baselstadt up to 1879; 
in Aargau to 1885; in Ticino to 1890. See the respective laws in Schanz, 
op. ciLf iii., p. 247; ii., p. 40; v., p. 4, §20; iv., p. 281. For Glams, see 
ibid,f V., p. 175. 
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the above system has now been abandoned by all the cantons 
except Glarus. 

A second set of cantons, which tax the corporate property 
and income, deduct the shares, dividends or interest in the 
hands of the security holders of domestic corporations from this 
taxable property or income. Such is the law in Schaff hausen, 
Bern, Vaud, Aargau and Uri,^ and is the practice in Baselstadt, 
Schwyz and Zug.^ The security holders of foreign corporations 
are, however, not exempt'd from taxation. (Irisons, moreover, 
lias the curious provision that wliile corporations are taxed 
directly, only the shareholders of domestic corporations are 
exempt, the bondholders of both domestic and foreign corpora- 
tions being taxable equally with the cor{)oration.‘^ In some 
of the above cantons, as in Uri, Bern and Aargau, the security 
holders are exempt only from commonwealth taxes, but are 
liable for local burdens.*^ It is the same system, it will be ob- 
served, as in Massachusetts. 

A third set of cantons do not shrink from double taxation, 
but tax botli corporation and shareholder. Such is the law in 
Baselstadt and Neuchatel.'* On this point the decisions of the 
Federal Council are contradictory.^ Finally, a fourth set — 
and this seems the growing tendency in Switzerland — seek to 
divide the tax between corporation and shareholder. Thus 

1 SchafTliausen, SUaiorgosclz vom 29 Sept . 1S79, arts. 9 and 10, in Schanz, 
V., p. 259; ii., j). 1G9; Hctti, Vollziehungsordnung, vom 22 Marz, 1878, § 3, 
in Schanz, v., p. 83; Vaud, loi d’impdt sur la fortune mobili^re du 21 aotit, 
1862, art. 6, in ZUrchor, op. cit., p. 38, cf. Schanz, iv., p. 158 (true only to 
1886); Aargau, Grossriitlichc Verordnung liber den Bezug der direkten 
St-aats- und G(an(‘ind(‘steuer, vom 26 NovembiT, 1885, § 7, in Schanz, v., 
p. 15; Fri, Stouergesedz vom 10 Mai, 1886, art. 5, in Schanz, v. p., 375. 

2 For these cantons, see the judicial decisions in ZUrcher, op. dt., p. 38. 

^ Graiiblinden, Steuergesetz vom 28 August, 1881, § 16; in Schanz, v., 

p. 192. 

^ See the respective provisions in Schanz, v., p. 375, art. 5; 88, § 7; 15, § 7; 
and 19, § 18. 

* Bern, Gesetz bctrefTcnd die direkten Steuern, vom 31 Mai, 1880, §§ 1, 8; 
and Gesetz betrefTend die Besteuerung der anon^unen Erwerbsgesellschaften, 
vom 14 Oct., 1889, § 1; in Schanz, v., pp. 41, 43, 49; Neuchdtel, Loi sur 
l’imp6t direct du 18 Oct., 1878, art. 5 and art. 6, § 3; in Schanz, v., pp. 218, 
219. Schanz, i., p. 95, also includes Zug in this class, but erroneously, as 
appears from the official decision quoted in ZUrcher, op. cit.y p. 38. 

® See the several cases in Schreiber, Verhot der Doppelbesteuerungj pp. 
199-202. He opposes double taxation. On the other hand, see Meili, 
“ Rechtsgutachten liber die Besteuerung der Aktiengesellschaften,’’ in the 
Zeitschrift fiir schwcizerischc Gesetzgebung, v., p. 489. See also ZUrcher, 
op. cit.y p. 40. 
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Geneva taxes the corporation on its realty and the share- 
holder on his shares; but does not permit the shareholder 
to make a proportionate reduction for the corporate realty 
already taxed, as is the case in New York, New Hampshire 
and Tennessee.^ Appenzell taxes the shareholders on the 
market value of th(?ir shares, but the corporations only on 
their r(\serve funds. ^ In Zurich, the shareholdcTs are taxc'd 
on th(‘ir shares; the corporations on their reserve fund and tlu‘ir 
income in excess of five per cent of the capital. The income 
b('low five per (‘ent is not taxed b(‘cause it is supposed to be 
hit by the tax on the shareholders. For purposes of local 
taxation, however, the shareholders are assessed on their shares, 
but the corporations i)ay only on their realty and on a pro- 
portionate part of their rescTve funds. ^ 

The 1885 “draft of a h'deral law on double taxation^’ sought 
to divide the tax b('twe(ai corporation and shareholder in a 
new way. The stockholder was to be asscssc'd by the place of 
his domicile on the market value of his shares up to the amount 
actually paid or on the dividends up to five ])er cent; while the 
corporation was to pay only on the value' of the capital or 
dividends above this figure.'^ Although this particular draft 
failed of adoption because of the jealousy of the individual 
cantons at the supposed infringement of their state rights, tlui 
principle has nevertheless been accepted by a single common- 
wealth, — Vaud. In this canton all shares which stand above 
par and all bonds which pay more than four per cent interest 
are assessable to the individual owners at their par value. The 
corporations are assessed only on the surplus above the capital 
stock, i.e. the rc'serve and sinking funds and other sums earned 
during the year.^ Such a clumsy method is not likely to be 

’ Qenc^ve, Loi gen<5rale sur les contributions publiques, du 9 novembn', 
1887, arts. 300, 324; in Schanz, v., pp. 151, 155. 

2 Vollzichungsvorordnung Uber die Ausfahrung von Art. 16 der V('r- 
fassung betreffend das Stouerwesen (April 5, 1880), arts. 5, 6. Schanz, v., 

p. 26. 

® GcvSetz betreffend die VermOgens-, Einkommen- und AktivbUrgersteuer 
vora 24 April, 1870, §§ 2, 4; Anleitung betr. das bei der Selbsttaxation . . . 
zu beobachtende Verfahren, § 6; Gesetz betreffend das Gemeindewesen, 
§ 137, d, e. Schanz, v., pp. 423, 424, 431, 439; ii., p. 435. Cf. ZUrcher, op, 
cit., p. 39. 

* Bundesgesetzentwurf vom 6 Marz, 1885. In Schanz, i., p. 96. 

^ Les actions ct parts de soci6t6a qui ont leur si^ge en Suisse et dont le 
cours d la bourse est sup^rieur d lour valeur nominale ou qui rapportent un 
intdr^t sup^rieur au 4 per cent de cette valeur, son! corapt6es dans la for- 
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adopted in this country. On the other hand, in St. Gallen the 
stockholder is taxed on his shares, the corporation on its income 
in excess of four per cent interest on the capital.^ We see, then, 
that Switzerland has no wsettled practice. 

In the other important European countries the prevailing 
system as we have k^arned is that of the taxation of incomes. 
The same questions arise as to the taxation of corporate prof- 
its and of shaniholders’ or bondhokk^s’ income. 

In England, the incjome tax payable on annual profits or 
gains at^cording to schedule D of the income tax is advanced 
by the corporation, and is deducted by it from the dividends 
or interest dui\ the security holders, who are then to that extent 
exempt from the income tax.- In Austria the facets are similar 
to those in England.^ In Italy, the law requires the income 
tax to be paid by the corporation, but does not interfere with 
the adjustment of the tax between the company and the share- 
hold(‘rs. Nothing would prevent the corporation from deduct- 
ing the tax from the dividends; but in fact, it is the (custom for 
the corporation to charge the tax to expenses account, with the 
same result for the shareholder. The latter is not assessable on 
his dividends because the law expressly forbids double tax- 
ation of this kind.‘^ As regards bondholders the companies 
are required to i)ay the tax on coupons, with a right to recoup 
from the bondholders.^ The companies generally do not de- 
tune mobili(Ve du portcur ou des cr^anciers pour leur valeur norninale 
Kculernent. . . . L’avoir net (reserves ct amort issements eompris) des 
societies . . . ost conipt(5 dans la fortune inobiliC^re do (^es socieU'iS pour 
tout ce qui excede le capital social.” Loi d’imp6t siir la fortune mobili^re, 
etc,, du 21 aout, 1886, art. 11. Schanz, v., p. 387; iv., p. 158. 

^ Gesetz liber die Einkommensteuer, sowie liber die Besteuerung der 
anonymen Gesellschaften (1863), art. 5; Verordnumg liber Besteuerung der 
anonyrnen Gesellschaften vom 28 Jan., 1867, arts. 4, 11. Schanz, v., pp. 
309, 311. 

2 Ellis, A Guide to the Income Tax Acts, pp. 78-112. 

® Wagner, “Direkte Steuern,” § 103, in Schonberg, Handhuch der poli- 
iischen Oekonomie, iii., p. 307. Wagner's discussion of these points is 
not adequate or conclusive. 

* Ne earanno soltanti eccettuati [in the taxable income] i reddit i che per 
disposizione della presente legge siano gia una volta assoggettati all’ irn- 
posta in essa stabilita.” Legge per 1’ imposta sui redditi di ricchezza mobile, 
art. 8, § 2. 

^ ” . . . I^e societa anonime dichiareranno non solo i redditi propri, ma 
eziando . . . gli interessi dei debiti da loro contratti c delle obbligazioni da 
loro emesse, e pagheranno direttamente 1' imposta relativa anche a questi 
ultimi redditi, rivalendosene sui loro assegnatori e creditor! mediante rite* 
nuta.” Ibid.y art. 15. 
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duct anything from the coupons, but, as with dividends, charge 
the tax to expense account. In this case it would seem as if 
the stockholders were liable for the tax, since, strictly speak- 
ing, it would have to come ultimately out of the stockholders^ 
dividends, and not out of the bondholders' interest, which is 
legally fixed. In actual practice, however, this distinction is 
not observed. The bondholders, moreover, are not assessable 
if the corporation has paid the tax. In France, the tax sur le 
revenu des valeurs mohilicreSy so far as it applies to the dividends 
or interest of corporate securities, may be primarily collected 
from the company and then deducted by it from the sums due 
the security holders, as in England; or the tax may be assumed 
directly by the companies,^ as in Italy. 

In Germany, every possible plan has been tried, without 
reaching any definite or uniform conclusions. The matter is, 
moreover, further complicated by the fact that corporations 
like individuals must i)ay a business tax {Gewerbcsieuer), some- 
what akin to licenses or occupation taxes in the Southern states 
of the American Union. In a number of German states (Olden- 
burg, Brunswick, Gotha, Sehaumburg-Lippc^, Waldeck and 
Liibeck) the corporations pay no income tax, but the share- 
holders and bondholders are taxed.- In other states, like Saxe- 
Weimar, Lippe-Detmold, Bremen and Hesse, the corporations 
are assessed, but the shareholders and bondholders are exempt.^ 
Even in these commonwealths, however, the definitions of 
corporate net income do not tally. In most of the remaining 
states, like Prussia, Saxony, Baden, Bavaria, Wurtemberg, 

^ Tanqu4rey, Traiti . . . de Vimpdt sur le revenu des valeurs molrilieres, 
pp. 143-150; Vigncs, Trait6 des irnpols en France^ i., pp. 405-409; Kauff- 
mann, Die Finanzen Frankreichsy pp. 288, 291. 

^Cf. the details in Antoni, ‘^Die Steuersubjecte im Zusammenhalte mit 
dor Durchftihrung der Allgemeinheit der Besteuerung nach den in Deutsch- 
land geltenden Staatssteuergesetzen,^’ in Finanz-Archii\ v., pp. 916-1033, 
especially 1010. The statements in this paragraph are tnie of the situation 
in 1895. For later changes see the work of Blum, cited supra^ p. 262, note 3. 

* Sachsen-Wcimar, Gesctz liber die allgemeine Einkoramensteuer, von 19 
Marz, 1869 [with amendments of 1874, 1877 and 1880], §§ 48 and 4. Printed 
in Finanz-Archiv, ii., p. 932. — Lippe-Detmold, Gesetz die Klassen- und 
klassifizierte Einkoramensteuer betreffend, von 1868 [with amendments of 
1882 and 1885], §§ 1, 7. — Bremen, Einkommensteuergesetz von 17 Dez., 
1874, § 5. — Hessen, Gesetz von 1884, die EinfUhrung der Einkoramensteuer 
betreffend, arts. 4, 19. In Finanz-Archiv^ ii., pp. 383-434. For Hesse in 
particular, see Schanz, ^‘Die direkten Steuem Hessens und deren neueste 
Reform,^' Finanz-Archiv, ii., pp. 235-529. Also Conrad's Jahrbiicher, xii., 
p. 40. 
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Mecklenburg, Anhalt and the other minor commonwealths, 
both corporation and scKuirity holder are taxed — the corporation 
on its income or busincvss, the individual on his income from the 
corporate security J In one case (Bad('n) the same income 
was until recently taxed four times — that is, the corporation 
paid a business tax {Gewerhedeiier) and an income tax, while 
the individual shareholder or bondholder paid not only an 
income tax but also a tax on the interest of his capital invested 
in the ]>onds or stock {Kapitalrentenstexier) } In the original 
draft of the bill to reform the Prussian law, this same quadruple 
taxation was proposed; ^ but its injustice was so manifest that 
the project failed. It W7is also proi)osed in Hesse, but without 
success. In 1906 the supplemental property tax took the place 
of the business tax and of the capital tax in Baden, but as both 
corporations and individuals are subject to this property tax, 
the quadruple system virtually continues.^ Baden, therefore, 
was the only state in the world which could pride itself upon 
assessing the same subject four times. 

We see, thus, that in Europe there is no settled practice at 
all, although the tendency seems to be to tax the corporation 
and to exempt the individual on his income from corporate 
investments. Is this the correct policy? Is it true that in tax- 
ing the corporation, whether on property or on income, we are 
taxing the individual hold(T of the shares or bonds? 

This brings us to the pith of the question. What is the in- 
cidence of the corporation tax? Where docs the burden really 
fall? This question has never yet received adequate attention.^ 

^ Sachsen, Einkommcmstcuergesetz von 1878, § 4. — Bayern, Einkom- 
inensteiUTgesetz von 1881, art. 1, § 15. In Scissor, Die Oesetze iiber die 
direkten Steuern irn Kgr. Bayerriy i., 158. — WUrtemberg, Gesetz von 1872, 
art. 1, § 3. In Sammlung wurtlemhergischtr Steiiergesetze (1883). — Meck- 
lenburg, revidiortes Contributionsedict von 1874, §§ 13, 45. — Baden, 
Gesetz von 1884, die EinfUhrung eincr allgemeinen Einkommensteuer 
botrefTcnd, art. 5. In Finanz-ArchiVy ii., pp. 3()l-394. Cf. Philippsberg, 
Gesetz ilher die direkten Steuern in Baden (1888). — Anhalt, Gesetze von 
1886, die EinfUhrung einer Einkommensteuer . . . betreffend, §§ 2, 4. 
Cf. Schanz, *‘Die Steuern im Herzogthurn Anhalt, ihre Entwickelung und 
neueste Reform,'' Finanz-ArchiVy iv., pp. 961-1070, especially 1016. For 
Prussia, see Einkommensteiiergesetz von 1891, §§ 12 b, 14. 

^ Finanz-ArchiVy ii., p. 320. Cf, Lewald, ‘‘Die direkten Steuern in 
Baden," in Finanz-ArchiVy iii., p. 3^. 

* Einkommensteuergesetzentwurf von 1883. 

* Cf. Blum, op. dt.y pp. 52-56. 

* The nearest approach to a discuasion of this question is to be found in 
Helferich, “Ueber die EinfUhrung einer Kapitalsteuer in Baden," in TU- 
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VI. Incidence of the Tax 

It is generally assumed that a tax on a corporation is a tax 
on the sharehold(T or bondholder. But as has already been 
pointed out,^ a distinction must be drawn between the original 
holder and the recent purchaser of corporate securities. Under 
certain circumstances the burden of a tax is not borne by the 
purchaser of ik'W corporate securities^ but falls entirely on the 
original holder of the old securities issued before the tax was 
imposed. If a corporation is taxed on its income, and if no 
similar tiix is levied on other corporations or on other securities, 
the stock will fall in value and the new purchaser who buys at 
the reduced price really buys free of tax. Although he pays the 
tax, the amount of the tax is thus discounted in the depreciation 
of the s(K!urity. With the lapse of time and the fluctuations in 
the market the original holders all disappear. Hence at any 
given time an exclusive income tax levied only on the corpora- 
tion and not on the shareholder does not affect anyone except 
the original holders who bought before the imposition of the 
tjix. It is only a question of time until this class of original 
holders disappears entirely. 

As to bondholders, the argument is precisely the same if 
the corporation is empowered to deduct the tax from the in- 
terest. The lower rate of interest is discounted in the deprecia- 
tion of the bond, so that the new purchaser loses nothing. More- 
over, in those cases where, as we have seen, the tax is borne 
by the corporation and not deducted from the interest,^ the 
bondholder does not suffer at all, except in so far as it somewhat 
lessens the security of the mortgage. 

Of course this is more or less true of all new taxes under 
certain conditions. By virtue of what is called the capitaliza- 
tion of taxation a new tax may affect the original owner of the 

binger Zeitachrift fur die gesammte Staatswissensckaft, 1846, pp. 291-324, 
especially 315 et seq. 

^ Supra, p. 108. 

2 During the Civil War, when a federal tax was imposed on the coupons 
and dividends of certain corporations, many corporations declared these 
^qree of tax/’ and refused to withhold the amount from the sums due to the 
bondholders and stockholders. They simply assumed the tax and charged 
it to expense account, asserting that while the law authorized, it did not 
direct, them to withhold the tax. See Inierual Revenue Record, vol. i. (1865), 
p, 153. — The practice was thus the same as in Italy to-day. 
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taxable article more than the new purchaser. In the case of 
direct taxes the original holder may be injured while the future 
purchaser may discount the tax in the depreciation of the article. 
In the case of indirect taxes the reverse is true, for the effect 
of the tax often is to increase the price. The lucky owner who 
holds the commodity before the imposition of the tax then 
reaps the benefit of the rise in price. The point which is usually 
overlooked, however, is the question whether the new tax is 
general or partial. If the direct tax applies to all subjects in 
the class and to all classes, then the new purchaser is taxed 
(‘(jually with the original owner. For if the tax is general there 
will be no depreciation in value. It is only when the tax is 
partial, assessing some articles in the class more than others, 
that it may under certain conditions be capitalized, and that a 
decrease in the value of the overtaxed article may ensue. 

If we apply this principle to the corporation tax, we reach 
the following results: If the corporation tax simply forms a 
part of a general scheme of income taxation, as in England 
or in Italy, the shareholder must indeed be exempted. Since 
the tax affects the interest on all inv(^stments, not simply on 
corporate securities, the investor, whose interest was cut down, 
will not find any non-taxable securities of equal desirability 
from which he can obtain the original rate of interest. In 
such a case, therefore, the tax on the corporation is a tax on the 
investor. To tax both corporation and individuals on their 
income would really be double taxation. On the other hand, 
if the corporation tax is partial — f. e. if only corporate, and not 
other, securities are taxed, or if only a few classes of corpora- 
tions are tjixcd — then the taxation of the corporation is not 
sufficient to reach the purchaser. He will practically escape, 
because the freedom of investing in non-taxablc securities will 
enable him to discount the tax in the price he pays. If a general 
income tax is imposed, it will not be valid for the new purchaser 
of corporate securities to claim exemption on the ground that 
a tax has already been imposed on his particular corporation. 
To tax both the corporation by a special corporation tax and 
the shareholder by a general income tax in such a case is not 
unjust or double taxation. To tax the corporation alone would 
in reality not burden the shareholder who purchased after the 
tax was imposed. An additional tax on the new shareholder 
in common with all other recipients of income would thus really 
constitute no injustice to him. The practical difficulty of course 
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would consist in distinguishing between the old and the new 
owners. 

Thus far we have been discussing the incidence of the cor- 
poration tax in a scheme of income taxation. How does the 
matter stand in the case of a property tax? 

The principle is the same. Let us assume that in addi- 
tion to the corporation tax a general property tax is actually 
levied on all individuals. The corporation would then pay 
the first tax, and the individuals would pay the second tax 
upon corporate shares and bonds. This would indeed be 
duplicate taxation, but only on the assumption that the cor- 
poration tax is imposed on all corporations in general, and that 
the property tax is actually assessed on all kinds of property. 
In such a case it would be unjust to tax both corporation and 
shareholders. This is the assumption made by most a the 
American commonwealths, which, as we have seen, generally 
exempt the shares when the corporate property or franchise 
is taxed. 

The assumption, however, is not always correct. In the 
first place, only special classes of corporations are some*^inies 
taxed. Secondly, the general property tax we know to be 
general only in name, for by far the larger part of personal 
property or of investments in the hands of individuals es^^apes 
taxation. Under these conditions the matter may be endrely 
different. If the tax be imposed on only a particular cli^s of 
corporations, and if the conditions are not such as to bring >.bout 
a shifting of the tax to the consumer of the commoditiej pro- 
duced, the corporation tax will, if all other securities escape 
assessment, be discounted in the lower market value ( the 
shares, because, other things being equal, the value of mw in- 
vestments will vary in proportion to the net profits to fe de- 
rived therefrom. Although the corporate tax reduces thedivi- 
dends, the reduced dividends on the reduced value willyield 
to new investors as large a percentage as did the larger divi ends 
on a property of greater value — ^greater because untaxed. Thus 
where there is only a partial tax of this kind on personal prop- 
erty a special corporation tax puts the new purchaser of glares 
in the same position as if he owned non-taxable property i- €. 
it virtually imposes no additional burden on any of the f^are- 
holders except the original owners. In the case of bondhlders 
where the corporation tax is deducted from the interest, tis is 
equally true. When the corporation tax is assumed bi the 
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corporation and not deducted from the interest — the almost 
universal rule in the United States — the bondholders are not 
reached at all, except in the very indirect way that they may be 
exposed to an ultimate diminution in the security of their lien. 
The tax as such does not strike them; their property, consisting 
of corporate bonds, goes scot-free. A property tax or franchise 
tax on the special corporation, under the given conditions, is 
really not an additional burden on the individual holder of 
corporate securities or at all events not on all the individual 
security holders. 

The practical conclusion applicable to the United States 
to-day is as follows: 

If the corporation tax is to be utilized as a means of reaching 
the faculty of the security holder, rather than of the fictitious 
person known as the corporation, it is necessary to generalize 
the tax — to levy a general tax on corporations, as a few states 
are now beginning to do. Furthermore, the corporation tax 
must be regarded simply as a part of a larger system of taxa- 
tion, the constituent elements of which must endeavor to reach 
the other sources of the taxpayer's ability. The corporation 
tax, in other words, must be supplemented by other taxes, 
both state and local, in order that these taxes combined may 
stand in some proportion to the revenue of the individual. 
Then, but only then, will it always be double taxation to assess 
the corporation as well as the security holder. So far as there 
is a decided tendency to generalize tlie corporation tax, the trend 
of American legislation, in seeking to avoid double taxation, 
is in the right direction. 


VII. Local Taxation 

Up to this point we have discussed chiefly the state taxa- 
tion of corporations. But the lesser governmental divisions 
also have their claims to urge, especially in modern times when 
local needs outweigh so heavily those of the states. There 
are no less than five different methods of taxing corporations 
for local purposes in the United States. These are as follows: 

1. A local general property tax. 

2. A local corporate franchise tax in addition to the general 
property tax. 

3. A local tax on real estate. 

4. No local tax at all. 
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5. A distribution of the state tax on corporations to local 
districts. 

The first plan, that of the local property tax, is still usual, 
even in some of the commonwealths that have abandoned the 
general property tax on corporations for state purposes. Cor- 
porate property is in some cases measured by the capital stock. 
In New York, for example, while banks, insurance and tele- 
graph companies are taxed according to special laws, in the 
case of other dome^stic corporations the tax is levied at the 
usual rate of the local tax on the actual value of the (capital 
stock, together with the surplus profits or reserve funds ex- 
ceeding ten per cent of the capital, after deducting the assessed 
value of the real estate and of the shares of stock in other 
taxable corporations.^ Foreign corporations, however, are 
taxable only on the sums actually invested in the state. 

The second method, that of a corporate franchise tax in 
addition to the local property tax, is found in Kentucky, wlu^re 
the tax on the franchises of certain corporations may b(' levied 
also by the local divisions. Somewhat analogous to this are 
the local licenses which in many of the Southern states are 
imposed on corporations as well as on individuals in addition 
to the state licenses. 

The third method, that of a local tax on real estate only, 
is becoming more and more common, especially in the com- 
monwealths which impose a separate state tax on certain kinds 
of corporations, like transportation and insurance companies. 
It is likewise the custom with banks, which pay a local real 
estate tax, and also advance the tax on shares assessed to the 
shareholders. 

The fourth plan, the exemption from local taxation, is found 
in a few states which impose a franchise tax on certain classes 
of corporations. The only state which has a general corpora- 
tion tax law in lieu of local taxation is Pennsylvania. Even 
there certain classes, like purely manufacturing companies, 
which are excepted from the operation of the general corporation 
tax, are subject to local taxation on their real estate. Further- 
more the real estate of railroad and other transportation and 
transmission companies, not necessary to the exercise of their 
franchise, may be taxed by the local bodies. Some cities are 
also permitted by their charters to tax the real estate of certain 
corporations, and the courts have ruled that the general cor- 
^ Laws of 1857, chap. 456, vol. ii., p. i. 
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poration tax law docs not deprive these municipalities of the 
right to tax tluiir real estate.^ Finally, the tax on banks and 
insurance companic^s, being in some eases practically a tax on 
incomes, do(\s not exempt their real estate entirely from taxa- 
tion. Practically, therefore, in Pennsylvania, as by statute in 
(.California, the exemption from local taxation applies only to 
public-se.Tvice corporations. 

Th(^ fifth and last method of local taxation, the distribution 
of th(^ states corjioration tax to local bodies, is found in the case 
of railroads in several states like Maine, Mississippi, West 
Virginia and in the case of corporations in general in Massachu- 
setts. But in some of these states the local bodies levy addi- 
tional taxes, as in Massachusetts on real estate and machinery. 

Of all these systems the third is clearly the best. All cor- 
porations with the possible exception of those enjoying special 
municipal franchises should be made to pay a local tax on tlnar 
r(‘al estate; first, because it is mainly the realty which comes into 
direct relations with the purely local functions; and secondly, 
be(!ausf‘ the attemf)t to tax personalty would immediately 
lead again to the uncertainty and confusion from which it has 
been the policy of all recent reforms to extricate us. But in 
the case of public-service corporations, with contiguous pieces 
of real estate in many localities, experience has shown the ad- 
visability of central assessment, with a unit rule, even if the 
proceeds of the real estate tax accrue in a fixed ratio to the 
localities. 

The New York system, therefore, is triply unwise: first, 
because it imposes a state tax on corporate real estate; secondly, 
because it further imposes a local tax on the total corporate prop- 
erty; and thirdly, Ix^cause the real estate of public-service, like 
other, corporations is separately assessed at ridiculously varying 
sums, by the local officials. The former Minnesota or the Con- 
necticut system, as applied to railroads, is unwise because it im- 
poses no local tax at all. The system as formerly practiced in 
Washington was unwise because it imposed only a single state 
tax which was in part redistributed to the local divisions. 
All these methods err because they fail to analyze the deeper 
principles that underlie corporate taxation. 

The plan of levying a general state tax and distributing a 
part of the proceeds to the counties or municipalities con- 
tains a fruitful idea. It is already in vogue in an incomplete 

^ Pennsylvania R. R. Co. vs, Pittsburgh, 104 Pa. State, 522 (1883). 



314 


ESSAYS IN TAXATION 


way in a few commonwealths, as we have seen. But it is 
susceptible of great expansion and may be of considerable 
value in solving the vexed question of local taxation. If the 
commonwealth treasury should be supplied through other 
sources, such as a state inheritance tax or a state income tax or a 
state tax on other elements, it would be possible not only to 
abandon the state taxation of real estate, but also to relinquish 
to the local bodies a portion of the state corporation taxes. 
The logical plan for the immiHliate future, however, is to tax 
corporations on their receipts, or on a valuation equal to the 
stock and bonds, for state purposes; and to tax them on their 
real property for local purposes, with the understanding that in 
the case of public-service corporations this local real-estate tax 
should be subject to central assessment in accordance with the 
unit rule. The question of the division of the yield of the 
corporation tax may safely be left to a consideration of the 
particular needs in each individual case, after the principle has 
first been applied to the other state-wide taxes. 

Vm. Conclusion 

From the preceding survey it appears that the United States 
are slowly advancing to a more rational and harmonious system. 
The tendency of legislation and of judicial interpretation in the 
most progressive states is toward the following plan, which, 
although not yet completely realized in all its features in any 
one state, is in accord with sound economic principles: 

1. Corporations should be taxed separately and on different 
principles from individuals. 

2. Corporations should be taxed locally on their real estate 
only. 

3. Corporations should be taxed for state purposes on their 
earnings, or on their capital and loans. 

4. Only so much of total earnings or capital should be taxed 
as is actually received or employed within the state. In the 
case of transportation companies, a convenient and fairly ac- 
curate test is mileage. 

5. Where capital and loans are taxed, the residence of the 
shareholder or bondholder should be immaterial. 

6. There should be no distinction between domestic and for- 
eign corporations. Each should be taxed for its business done 
or capital employed within the state. 
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7. If corporations are taxed on their property, property be- 
yond the state should be exempt. 

8. If corporations are taxed on their capital stock, they should 
not be taxed again on their property. 

9. Where the corporate stock or property is taxed, the share- 
holder should be exempt. If corporate loans are taxed, the 
bondholder should be exempt. 

10. Where the corporation and the shareholder or l)ondholder 
are residents of different states, the tax should be divided be- 
tween the states I)y iiiterst,ate agreements. 

11. An additional tax or a higher rate should be imposed on 
corporations which have through natural, legal or economic 
forces become monopolistic enterprises. 
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MODERN PROBLEMS IN TAXATION ^ 

In attempting to present a survey of the modern practical 
problems in taxation we are naturally confronted by the diffi- 
culty that the actual problems assume a different aspect in 
various countries, an aspect largely colonxl by fliutuating po- 
litical, economic, and social conditions. Notwithstanding this 
diversity, however, there can lie discerned an luuh'rlyiiig uni- 
formity in the modern fiscal development of civilizc‘d nations, 
and it will be our endeavor to point out some of the different 
phases of this development. 

There are several considerations which distinguish the modern 
science of finance in the study of tax proldems. Th(\s(' are, in 
order: the pursuit of justice, the emphasis put upon modern 
economic phenomena, and the insistence ui)on (‘onformity with 
economic principle. Let us consider each of these in turn. 

I. Justice and the new Economic Basis of Society 

The first point is well summed up in the alleged conflict be- 
tween the fiscal and the social principles of finanee. We say 
alleged conflict, because in reality there is, from a deeper point 
of view, no such conflict at all. It is sometimes asserted that 
the fiscal object of taxation is simply to secure revenue, while 
the social object is to effect some desirable change in social 
relations. This antithesis rests upon a failure to observe that 
finance, like economics, is a social science, and that even from 
the narrow political point of view of the relation between the 
government and the citizen, the government cannot derive any 
revenue — that is, cannot take any part of the social income^ — 
without inevitably affecting social relations. The fact that the 
government has in mind solely the fiscal aim of securing revenue 
does not alter the social consequences of the particular revenue 

* This chapter first appeared, in slightly different form, and under the 
title “Pending Problems in Public Finance,” in Proceedings of the Congress 
of Arts and Sciences, Universal Exposition, St. Louis, 1904, vol. vii, 

31 ^ 
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system. In modern times social conditions are influenced to a 
large extent by changes in wealth. Every tax necessarily affects 
the wealth of individuals, and if we could in all cases trace the 
final consequences of even a “purely fiscal’^ tax, all kinds of 
unforeseen results, social as well as fiscal, or perhaps better, 
social because fiscal, would disclose themselves. Economics and 
finance deal not with intentions, but with results. The function 
of fiscal s(‘i(aice is to point out to the legislator the necessary 
results of his actions. 

The distinguishing mark of modern social science is that it 
endeavors to explain not only what is, but also what should be. 
All practical action is thus brought to the crucible of justice, 
and all systems of taxation are put to the test of conformity with 
this principle, irrespective of the intentions of the legislature. 
The great problem which still remains, however, is to elucidate 
the exact nature of this economic justice. Every one agrees 
that the essential ingredients of this scheme are equality, or 
uniformity, and universality of taxation. When, however, an 
attempt is made to interpret them and to outline the practical 
form which these principles should take, there is considerable 
disagreement, because the actual natures of the principles has 
not Ix^en thorough!}^ analyzed. It betokens, however, a step 
forward in all practical finance that a more or less conscious effort 
is ev('rywluT(' being made to bring the tax system into some man- 
ia ‘r of conformity with the principle, however dim its outlines 
may be. 

The second point, which differentiates modern taxation from 
that of the past, is the emergence of the new economic substra- 
tum of society. These new facts of fiscal importance may be 
summed up under the following heads: 

First, the incTeasing economic significance of the laboring 
class, with the corresponding growi-h in the importance of popu- 
lar consumption. It is not meant by this to imply any deprecia- 
tion of the role played by capital. On the contrary, it is a plati- 
tude to say that this is pre-eminently the capitalistic age. What 
it is intended to emphasize is that precisely because of the growth 
of modern economic well-being, the great mass of the community, 
represented by the laborers, are acquiring an increased consum- 
ing capacity and that their demand is the very tap-root of mod- 
ern progress. The recognition of this fact has brought about 
vast changes in modern tax systems. 



318 


IN TAXATION 


In the second place we have to note the coming to the fore 
of the corporation as the typical form of modern business enter- 
prise. Th(^ ('Volution from the individual to the early partner- 
ship, from the partnership to the joint-stock company, from the 
joint-stock company to the corporation, and from the corpora- 
tion to the trust is one of the most instructive lessons in institu- 
tional development. Finance has not to study it, but to accept 
it. Tax systems framed upon the assumptions of the older 
conditions, where corporate activity was the exception rather 
than the rule, are manifestly inadequate and belated. 

The third change consists in the growing importance of the 
problem of franchises. This is not the same as the corporate 
problem, although often confused with it. A franchise may 
assume many forms. It may be a patent or copyright in the 
hands of an individual; it may be the privilege of inheriting 
property, whether that privilege be granted to a single person 
or a group; it may be a right accorded to corporations to utilize 
opportunities which originally belonged to the community, and 
which are for sufficient reasons given away. Such privileges and 
franchises have indeed (existed from of old, but the complexity 
of modern society and the immense increase of public wealth 
have vastly enhanced both their extent and their significance. 
How to analyze them, how to measure them, and how to fit the 
result into the system of public revenue is becoming one of the 
most subtle and difficult problems, which will, no doubt, long 
perplex the trained student as well as the legislator. 

The fourth change is the economic revolution affecting the 
distribution of governmental authority as between the general 
and the local government. The cause of this change, as is well 
known, is not only the forging to the front of the interests of 
peace rather than of war, but above all, the agglomeration of 
modern population into urban centres. With the segregation of 
wealth and property into great local masses, there is coming the 
need of administering to the wants of such complex aggregates. 
Accordingly, while the last century has shown a great increase 
of national expenditure and income, there has been a far larger 
growth in local expenditures and incomes. And whereas form- 
erly local taxation could be treated as a relatively unimportant 
appendage to national taxation, it now claims a distinct and 
separate place of its own. 

Side by side, however, with this localization of wealth there 
has been a counter-movement in the direction of the nationaliza- 
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tion of wealth, in the sense of nationalization in the opportunities 
of securing wealth. The economic activities of to-day have far 
outgrown the swaddling-clothes of former times. Business 
enterprise not only covers the w^hole country, but encircles the 
globe. Citizenship in the various commonwealths of a federal 
state, like Germany, Australia, Switzerland, or America, has 
become in great measure meaningless because its economic 
basis has been so effectively weakened. In all federal states, 
therefore, the problem of taxation is complicated by the diffi- 
culty of correctly apportioning the burdens among the con- 
stituent commonwealths. In every country, federal or not, a 
similar difficulty exists as between the local government and 
the state government. Problems of double taxation resting 
upon interstate and interlocal complications arise to confront 
us at every turn. 

The fifth and final point is that of the modern social solidarity. 
In former times the close relation subsisting between the various 
branches of productive enterprise in the community was be- 
clouded by the predominant social and political influence secured 
by some one factor. In an economy based upon slavery the 
only importance of a slave is that of a working-tool; in an econ- 
omy based upon the predominance of the large landowner, the 
function of the moneyed and commercial interests is apt to be 
overlooked. In the early stages of the factory system, where the 
mass of the laborers are regarded from the point of view of 
production rather than from that of consumption, it is natural 
that the socialistic conception of class conflict should emerge. 
A more careful stud}^ however, of modern industrial society 
has shown that while indeed there is no such thing as a natural 
harmony of interest, there is a distinct and inevitable influence, 
sometimes for good, sometimes for evil, exerted by each factor 
of production upon the other, and by each social class upon its 
neighbor. Laborers and capitalists, landowners and traders, 
factory owners and financiers, are pursuing their own interests, 
and in so doing they necessarily react upon the interests of the 
others. 

The distinguishing mark of modern economic life in this re- 
spect is the realization of these close economic interrelations. 
The machinery of production has become so subtle and so com- 
plex that the disarrangement of any one part throws the whole 
out of gear. The overburdening of any one class may have the 
most unlooked-for consequences upon another. Taxation, as a 
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weapon of retaliation, often proves to be a boomerang;. An un- 
due pressure on a railroad may decrease facilities, rather than 
increase revenue. The assessment of mortgages may hit the 
farmer rather than the money-lender. The taxation of the 
laborer may limit the market, rather than increase the profits of 
the capitalist. Whether we desire it or not, modern economic 
conditions are engendering a situation where every one is in a 
larger sense his brother's keeper and where at all ev('nts it is un- 
safe to disregard the often hidden and n^condite, but none the 
less active, influence exerted by each economic class upon tlu; 
others. 

All these changes in economic life have afTected the practical 
system of taxation throughout the world. They have (Teated 
new problems for the scientific student. The justification of 
finance, however, as a science, rests upon the correlation of fiscal 
problems with economic principle. We thus come to the next 
part of the discussion, the influence of economic analysis on fiscal 
facts. 


II. Economic Analysis and Fiscal Facts 

The first result of economic analysis was to show the errors of 
a tax system resting exclusively or in great part upon consump- 
tion. The theory of consumption as the test of faculty or ability 
to pay was promulgated in the later middle ages by reformers 
who despaired of reaching the privileged class in any other way. 
Every man, it was said, must consume, and the more idle a man 
is, the more luxuries will he consume. A consumption tax thus 
seemed to be the sole method of securing universality of taxation. 
To these considerations there was added the thought, on the 
part of some, that so far as the working-classes were concerned, 
taxes on the necessities of life would be admirable, in that they 
would compel the laborers to work harder. 

In oi)position to this view, a more careful economic analysis 
disclosed the fact that a tax on consumption, regarded as a 
universal system, was unwise and unjust — unT\ase because a 
tax on mere luxuries would be most disappointing in the yield ; 
unjust because a tax on necessities would fall with crushing 
severity on those classes which could least afford to bear the 
burden. Above all, it was recognized that by checking con- 
sumption we were thereby checking production, and that a 
general tax on consumption would possess most of the dis- 
advantages of a tax on production and few of its advantages. 
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Consumption taxes, therefore, as a sole or chief reliance of the 
government, have been fast disappearing. One of the first 
acts of the American Oovernment in Cuba and the Philippines 
was to abolish the amsumo tax; and it is well recognized that 
the continuance of the municipal octroi in France and Italy 
is deplored by all serious students. 

The next triumph of economic theory was to disclose the dan- 
gers of a system of taxation resting on production and exchange. 
In one scmse indeed every tax that is not a tax on consump- 
tion may be regarded as a tax on production, for all wealth 
consists either of producers’ goods or of consumers’ goods. 
It would, therefore, seem to be impossible to avoid the im])osi- 
tion of taxes on production. In the sense in which the term has 
usually been employed, however, a tax on production has 
denoted a tax imi^osed dire(;tly, and at a late stage, on the 
process of completing the finished article. Ib'garded in this 
light, such taxes manifc'stly impede the process of production 
and are to be deprecated because they affect the able and the 
shiftless prodiuaT alike. Taxes on production often put a 
premium on inefficiency and an^ apt to clog the wheel of in- 
dustrial progress. The tcmdency of modern statesmanship has 
accordingly been away from reliance on such methods. 

Perhaps the greatest change in fiscal theory during the 
nineteenth century has been, thirdly, to analyze and to explain 
the need of taxing shares in distribution rather than consump- 
tion or production. We have learned in a i)receding chapter 
how the principle of faculty or ability to pay has gradually 
worked itself through the conscience of the public anrl the theory 
of the publicist. A vast amount of ingenuity has been expended 
upon the atte^mpt to disclose the real meaning of faculty as 
m(‘asured by the property or the income of the individual. 
When we come to consider the facts, however, there are two 
striking considerations that confront us. The first is the ex- 
ceedingly small proportion that the income tax bears to the 
total revenue. In France, for instance, there is as yet no in- 
come tax at all, and even in England and German}^ the pro- 
ceeds of the income tax are insignificant when compared to 
the total revenue, state or local. The scientists may discuss 
and do discuss the problems of progression and differentiation 
of taxation, and all of the discussions rest on the assumption 
that the burdens upon the individual must be in a certain pro- 
portion to this income; yet we find as an actual fact that only 
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a very inconspicuous proportion of the taxes in the civilized 
countries of to-day stand in any direct relation to the income 
of the taxpayer. 

Not alone do the income taxes form so small a part of the 
whole, but furthermore, in many countries the so-called in- 
come taxes are really not taxes on the personal income of the 
individual. In England, for example, it is well known the so- 
called income tax is merely a collection of taxes on the thing 
which yields the income rather than on the person who receives 
it. That is, it is a collection of taxes on produce and not on 
income. The only exception is the famous schedule “D,’’ which 
is notoriously the least successful of all. It may be claimed 
indeed that in Prussia the income tax is really what it purports 
to be, but all who have made a study of the system know that 
when similar methods were employed in England at the begin- 
ning of the nineteenth century, they proved to be a dismal 
failure. The English administrators consider the j)rinciple 
of their tax far superior to that of the Prussian; and to the' extent 
that this contention is justified, the superiority rests upon the 
fact that the tax is not one on personal income.^ Even in 
Prussia itself, the home of efficient bureaucracy, the tax luis 
been by no means free from objections. The same repugnance 
to the personal element in the income tax which is found in 
England explains why it has been impossible^ as yet to introduce 
the system into France, with its still lively recollection of the 
abuses of personal taxation under the ancien regime^ and ex- 
plains also why the income tax has been so slow in coming in the 
United States. 

We thus find the remarkable faet that while the science of 
finance has been elaborating its fundamental principles, it has 
succeeded in some respects, but has failed in others in imprinting 
its conclusions upon legislation. It has brought the actual 
taxes on consumption and production, to a great extent, into 
line with its conclusions, but it has spent most of its time dur- 
ing the nineteenth century in working out the principles of an 
income taxation, which is either not accepted in legislation, or 
which, if accepted, is realized to so small an extent and in such 
a half-hearted way that it covers at best only a fraction of the 
field of taxation. 

The conclusion is hence forced upon us that the fiscal analysis 

* C/. as to this point and the remainder of this paragraph, Seligman, The 
Income Tax^ 2d ed., 1914, passim. 
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has not proceeded sufficiently far. We are indeed grateful for 
what has been accomplished, but we have evidently not yet 
reached the goal. In addition to the theory that the modern 
development of taxation is to be interpreted in the light of the 
doctrine of individual ability or faculty, we need a supple- 
mentary principle to help us thread our way through the maze 
of actual fiscal facts. 

This principle is that of the social versus the individual 
basis of taxation. The conception which has dominated fiscal 
science until lately is the individual conception. Direct taxes 
have in theory been preferred to indirect taxes, because they 
were supposed to rest where they were imposed, and thus to 
help in securing justice as between individuals. The goal of 
all taxation was the attainment of a m(‘thod in harmony with 
individual faculty. The first serious brea(‘h in this doctrine 
was made by the diffusion theory of taxation. The diffusion 
theory erred, indeed, in that it went too far in attempting to 
show that every tax is always and inevitably shifted off from 
the shoulders of the original payer. The value of the diffusion 
theory, however, consists in the fact that it put the problem 
in the right way, by prc'senting the societary aspects of taxation. 

Nevertheless, the diffusion theory made the situation too 
simple. It has quite correctly been termt^l superficial and one- 
sided. To make it at all serviceable, it needs to be supplemented 
by another theory, which I have taken the liberty of calling 
the absorption theory of taxation.^ The absorption theory 
rests upon the doctrine of capitalization. That is to say, where 
the tax is not shifted from the seller to the buyer and where the 
economic good has a rental value as well as a capital value, the 
tax which remains on the taxable object and which, therefore, 
to that extent diminishes the income to be derived from it, f.c., 
its rental value, must also proportionally diminish its capital 
value. The selling or capital value of anything is always the 
capitalization of the actual and prospective rental or income 
value. As a consequence, through this familiar principle of 
capitalization the new purchaser of the commodity will buy it at 
the reduced price, and will thus virtually buy himself free from 
taxation. Where the tax cannot be shifted, it will be discounted, 
or absorbed, in the new and lower price. 

A new tax on city real estate, for instance, will either be 

1 Cf. Scligman, The Shifting and Incidence of Taxation, 4th od., 1921, 
pp. 221-226, 390-393. 
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diffused by increasing the rents of the tenants, or it will be 
absorbed in the sense that w^hen the property changes hands 
the new purchaser will pay a price reduced by the capitalization 
of the tax. So a new tax on corporate securities will either be 
diffused by increasing the price of the product or it will be ab- 
sorbed in the new and lower price of the securities. 

The combination of the diffusion and the absorption theories 
of taxation explains several things. It explains w^hy the theort^tic 
distinction between direct and indirect taxes based upon the 
alleged facts of incidence is erroneous. It explains why in 
spite of this theory the great mass of revenue to-day continues 
to be raised in the shape of indirect taxers. It explains why in 
countries like the United States the state and loc^al taxes, al- 
though still in principle levied on persons, are slowly coming 
to be imposed on things rathcT than on persons; it ex])lains why 
in France personal taxes have been impossible since the Revolu- 
tion; it explains why in Enghmd, with the exception of a single 
schedule of a single tax, the wdiole system of taxation is based 
on things and not on persons; it explains why, even in Uerraany, 
w'here the personal and individual elements of the problem 
have been emphasized in theory, the personal share in actual 
taxation is so insignificant; it explains, finally w4iy the legal 
decisions on taxation in the United States are coming to be 
in harmony with the truer economic doctrine of universality 
and equality of taxation. For this does not mean that every- 
body must be taxed alike, but only that all the members of a 
givem class must be taxed alike, while there may be the greate^st 
diversity between classt's. An equal tax on all corporations 
does not imply that each individual stock- or bond-holder who 
may have bought after the tax was imposed pays equally, just 
as little as an equal tax upon real estate implies that each in- 
dividual land- or house-owner everywhere and necessarily bears 
the burden of the tax. 

In short, the individual point of view in taxation, which 
assumes that justice can be done by assessing each individual 
directly and in first instance, rests upon an analysis which does 
not comprehend all the elements in the problem. The social 
point of view is that of modem economics, which seeks to trace 
the workings of general economic law and to study the forces 
which affect the distribution of the social income. The individ- 
ual point of view while good as far as it goes, is not only in- 
adequate in itself, but fails to explain all the developments of 
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modern taxation. It must be supplemented by the social 
point of view, resting upon a combination of the absorption 
and diffusion theories, and which is in harmony with those 
facts of fiscal life that are difficult to explain on any other inter- 
pretation. It is safe to predict that when onc(^ this is ac^cepted , 
the most fruitful work of the future in the science of finance 
will consist in the elaboration in detail of the (conditions and 
the limits of the absorption and diffusion theories. 

III. The Practical Problems 

Regarded from this point of view, a new light is thrown on 
the practical problems throughout the world. The most im- 
portant of these pressing problems are as follows: First, the 
reform of so-called indirect taxation. The social consequences 
of indirect taxation are now recognized to an (wcT-increasing 
extent. So far as taxes on consumption are concccTiied, it is 
fairly well appreciated that the commodity taxed must possess 
the mingled qualities of a necessity and a luxury; if it possess 
only the characteristics of a luxury the revenue will be insignif- 
icant; if it possess only the qualiticcs of a necessity, it will fall 
with undue severity on the modest consumer. If, however, it 
combines both characteristics, namely, that of wide use and at 
the same time that of a certain d(»gree of dispensability, the 
revenue is apt to be large and elastic and the burden not too 
severe. The number of consumable commodities that unite 
both these characteristics is small, and hen(;e we find everywhere 
throughout the civilized world the tendency to n^strict taxes 
on consumption to very few, but very lucrative, articles. 

In the second place we find well-nigh everywhere the aban- 
donment of the old general property tax regarded as a personal 
impost.^ In England and Germany it disapp(‘ared during the 
eighteenth century; in France it was abolished by the Revolu- 
tion; in America, where the economic conditions brought it 
into life during the eighteenth century and the early part of the 
nineteenth, it is beginning to break up in those sections where the 
agricultural economy is giving way to a commercial and in- 
dustrial economy. 

Thirdly, we notice everywhere the replacing of the general 
property tax by taxes on the thing rather than on the person. 
In other words, personal taxation is giving way to impersonal 


1 Cf. for details chapter ii, supra. 
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taxation. . In the local tax on real estate this process has been 
carried almost to completion. In Europe, for instance, the 
taxes levied on the land and on the house are assessed irrespec- 
tive of the owner or of the relations that may be entered into 
between owner and tenant. Everywhere in Europe the tax 
is a tax on the produce of the land or house — that is, upon 
what it yields in the shape of rent or of profits equivalent to 
rent. In some countries, as in England, the tax is not paid by the 
owner at all, but by the occupier. Even in the United States 
the tax is beginning to be assessed on the parcel of real estate 
and not on the individual who owns it. Whether the owner 
or some one else pays the tax is immaterial, and if the tax is 
not paid, no regard is paid to the owner and the land itself 
is sold. We could get scarcely further away from the old idea 
of individual taxation. The tax is a tixx on the thing and not 
on the person. 

In New York, for instance, the older method like that in all 
the commonwealths, had been to make the owner of the land 
personally responsible for the tax on real estate, just as in the 
case of personal property. If he failed to pay, the remedy was 
distress on the individual and, in case of failure to find sufficient 
chattels for the levy, arrest. This system broke down at an 
early period so far as non-resident owners were concerned, and 
in such cases the tax was made a lien on the land itself, with 
power to sell the land in case the tax was not paid.^ It was not 
until 1850 that the system of taxing non-resident lands was 
applied in the city of New York to the lands of residents also. 
But even then it was for a long time the exception rather than 
the rule, and the courts were slow to recognize the nature of 
the change.^ But what was originally the exception became 
before long the rule, until at the beginning of the twentieth 

^ In Massachusetts this power first appears in 1731. See the history of 
the legislation in that State in Richardson vs. Boston, 148 Mass. 508. 

2 It is true that in the case of Haight vs. The Mayor, etc.j of the City 
of New York, 99 N. Y. 280, the court held that ^The only effect of 
omitting to insert the name of the owner is to deprive the City of the right 
to collect the tax from the owner personally or by distress of goods and 
chattels, etc., and to confine its remedy for the collection of the tax to the 
enforcement of its lien therefor on the land assessed.^’ But on the other 
hand in the case of Hagner vs. Hall, 10 Appellate Division, p. 585, the court 
said: ‘^Still in my opinion this has not changed the effect of the proceed- 
ing. It is essentially a proceeding to create a debt against an individual. 
The individual is the primary debtor and the land is only in the nature of 
surety liable for his default.^* 
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century the assessment of all real estate in New York city was 
made by lot and block. It had become in other words, a geo- 
graphical or topographical assessment, instc^ad of an assess- 
ment to the owner or person. This method spread to a few 
other cities in the states. The State Board of Tax Commission- 
ers in various successive reports recommended a change in the 
general state law, whereby the distinction ])etween resident 
and non-resident assessments should be abandoned, and all 
real estate assessments should be in rein, i.e., against the land 
itself. This was officially accomplished in 1911 when it was 
provided by law that throughout the state of New York the 
name of.the owner of the real estate should no longer be essential 
to the validity of the assessment, provided that the property 
were described in suffici(.‘nt detail to identify it. Of the inci- 
dental possibilities of improvements which this law may bring 
al)out in the assessment of the real (estate tax this is not the 
place to speak. 

In the other so-called (liri‘ct taxes, a similar development is 
to be observed. The business taxes in Europe are levied upon 
the business as such and not upon the owner of the business. 
The inheritance tax is in many countries levied upon the in- 
heritance and not upon the individual who receives the in- 
heritance. The gfmeral land tax in England — the last vc'stige 
of the mediaeval general property tax upon individuals — has 
actually become a redeemable rent-charge. Even the income tax, 
which in theory is assuredly personal, has, as we have already 
stated, in some places at least almost completely lost its individ- 
ual character and has become in great measure a tax upon the 
thing affording the income rather than upon the person receiving 
the income. In the United States the so-called personal tax, 
that is, the tax on individuals according to their personal proj> 
erty, is fast becoming a farce in all the older centres. The 
problem is really a deeper one than the German scientists have 
usually recognized. It is not so much a conflict between a tax 
upon produce and a tax upon income as it is a conflict between 
the social and the individual bases of taxation.^ 

' In two recent articles in Schmoller’s Jahrhuch fur Geseizgehung, Ver- 
waltung und Volksivirthschaft, Professor Gustav Cohn, of Gottingen, crit- 
icizes this position. In his article on “CharakterzUge des Arncrikani- 
Bchen Steuerwesens,” in vol. xxiii. (1908), p. 431 et seq., he contends that 
the only reason why the United States is not more quickly adopting the 
principle of faculty or ability to pay is that conditions are so unripe here. 
He has no faith in any attempt to explain matters by a new principle. In 
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In the fourth place, we find everywhere an increasing import 
tance attached to corporations as the source of revenue. In 
Europe this process is somewhat concealed because of the in- 
clusion of the revenue from corporations in the income tax, 
just as in many of the younger American commonwealths the 
rev(‘nues figure in the general property tax. In the older states 
corporation taxes are put into a separate category, and in 
some states, as in New York, they are even called indirect 

the second article which is in substance a leading review of my book on The 
Income Tax, in vol. xxxv. (1911) of the same journal, entitled “Die Ein- 
kommensteuer in den Vereinigten Staaten von Amerika,’^ Professor Cohn 
welcomes what he calls my reversion to the principle of faculty, but twits 
nui with abandoning my former position. 

The problem, howewer, is not one of inconsistency at all nor is it, as 
Professor Cohn seems to think, simply a question of choice between dir(*ct 
and indirect taxation. To anyone who is acquainted with American con- 
ditions, it is plain that two distinctly opposed tendencies are at present 
perceptible in our fiscal development. On the one hand we find the tend- 
ency toward the adoption of the principle of individual faculty or ability 
in taxation, typified primarily in our federal finance by the tariff-reform 
and the income-tax movements. On the other hand, there is the tendency 
in our states and cities away from personal taxation in the shape of the 
general property tax and toward the adoption not only of indirect, taxt^s in 
the older sense but also of impersonal ^^real taxes,” i, e. taxes on things. 
These two movements are really not opposite, but complementary; just 
as in the political life of most countries we notice the simultaneous action 
of forces, some making for centralization, others making for decentraliza- 
tion. When I advanced the ^‘social theory” of taxation in 1904 I had in 
mind especially the American problem of state and local taxation; when I 
emphasized in 1910 the faculty theory of taxation I was discussing i)ri- 
marily the national problem. There is nothing inconsistent, as Professor 
Cohn believes, in these two standpoints. In other countries at present, 
and possibly in the America of the future, the problem may not be that of 
national versus state or local taxation, for th(j interrelations of local and 
national finance may be quite different from what they are at present in 
the United States. That the problem, however, is everywhere one of the 
scx'ial versus the individual point of view, and that the tendency toward the 
adoi)tion of the principle of individual faculty is inadequate to explain 
all the phases of the modern movement will, I fancy, not be disputed by 
competent observers in England or France, and ought not to be elude the 
vision of even the Germans themselves, especially since their federal tax 
reform of 1910. The real trouble with the German writers on public finance 
during the last generation, so far as this point is concerned, is that they have 
centred their attention exclusively on the movement to replace for state 
purposes the old taxes on product by the new income and inheritance taxes, 
to the neglect of the simultaneous, and in some respects equally important, 
movement aw^ay from the principle of individual faculty in national, state 
and local finance. What I have sought to do is to attempt an explana- 
tion of both tendencies. 
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taxes in contradistinction to the direct or property taxes. 
Everywhere, however, they form a problem of increasing im- 
portance and present an admirable example of what is meant 
by taxation from a social rather than from an individual point 
of view. Taxation of the corporation does not necessarily 
mean taxation of the security-holder who has purchased the 
stock or bond from the original holder.* 

The main outlines of the development of the immediate 
future, throughout the world, are thus fairly clear. Each 
country will continue to have its particular problems based 
upon its special economic and political needs. Everywh('re 
there will continue to be an attempt to realize the principle 
of fiscal justice, interpreting it, however, more and more from 
the point of view of social interrelations rather than from that 
of individual conditions. The statesmen and scientists alike 
will find the great difficulty of the future to consist in attaining 
this due proportion between the undoubted needs of the in- 
dividual and the consequences of his participation in the social 
group. For we must not forget that while it is necessary to 
regard the ultimate results of all fiscal policies, the immediate 
results are often of primary practical importance. The conflict 
between immediate and ultimate results is another way of put- 
ting the contrast between the individual and social aspects of 
finance. To realize the truth contained in the latter, without 
disregarding the legitimate importance of the former, is the 
problem reserved for the coming decades. 

* C/. 8upro, p. 309. 
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A QUARTER CENTURY's PROGRESS IN TAXATION ^ 

L General Progress 

The subject of this chapter is susceptible of a double treat- 
ment. It covers not only the actual changes of a fundamental 
nature in the practice of taxation, but also the development 
that has taken place in the governing principles. These, 
however, are, after all, two phases of the same movement, 
for the influence of practice and theory is reciprocal. On the 
one hand, the theories themselves represent an outcome of 
the facts, for fiscal theory, like all social theory, is but an 
attempt to present an analysis of the living forces at work in 
industrial society. And on the othcT hand, so far as fiscal 
theory deals with what ought to be, rather than with what is, 
it justifies itself only to the extent that its conclusions are 
approved by the popular mind, and thus become incorporated 
in the actual bone and sinew of the social organism. Fiscal 
theory and fiscal practice are the obverse and reverse of the 
same medal. 

In the second place, the problem is not only specific but 
general. As citizens and patriots we are naturally most inter- 
ested in the problems of our omi country; but as scientists, 
our horizon is a wider one. Science cannot be fettered by 
bonds of national forging. It soars far above such limits. 
This is especially true of the scientific problems of taxation. 
It goes, of course, without saying that the fiscal institutions 
of every country, as all its economic and social institutions, 
are colored by the particular environment. It would there- 
fore be hopeless to attempt to reproduce in any one country, 
in all its minute details, the institutions of another country. 
But while we may concede the diversity of conditions, and 
the peculiarities of national life which must guide the states- 

' This chapter is in substance a reproduction of the address delivered at 
the Twenty-j&fth anniversary meeting of the American Economic Associa- 
tion in 1908, and published in the Proceedings for that year. 
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man in elaborating any specific plan, it is equally true that 
there are discernible certain broad and general tendencies 
which are common to the life of all modern progressive soci- 
eties, and which constitute the special field of the scientific 
observer. We shall see indeed that however much individual 
countries may differ from each other, and however confused 
the actual scheme at first blush may appear, there is, as it 
were, a silken strand which runs through the tangled skein, 
and which serves to give unity to what seems disorder. 

And finally, we are struck, in this introductory survey of 
a quarter century’s progress, by the fact that the science of 
finance is only slowly coming to its own, as compared with 
the almost nwolutionary development in the general theory 
of pure and applied economics. This is due to the fact that 
the really difficult fiscal problems are of recent origin, and 
that fiscal science rarely grapples with problems until they 
have became acute. In Germany and in Italy the difficulties 
arose at a slightly earlier period; and we hence find a consider- 
able scientific activity, along several lines at least, at the be- 
ginning of the period under discussion. In other countries, 
and notably in England, France, and the United States, the 
problems have been of much later growth, and it is accord- 
ingly only in the last few years that we find increasing atten- 
tion paid to the underlying principles of tax adjustment. 
Even in Germany and Italy the rapid changes of industrial 
environment have, in many respects, shifted the centre of 
gravity, and have recently engendered newer problems which 
are common to the whole civilized world. It is, however, 
not only in Germany as in France, in England as in Japan, 
that the fiscal problem is at the present time in the very fore- 
front of political and social discussion. Especially in the 
United States it is a phenomenon of the most cheering import 
to note how the younger scholars are now beginning to address 
themselves to a consideration of these vexing problems. The 
progress that has been accomplished in the last quarter of a 
century is an earnest of the far greater development that is 
imminent in the immediate future. 

Before taking up the question of fiscal theory, however, 
one fact must be noted as of paramount importance. It is 
the increasing significance everywhere being attached to ad- 
ministrative considerations. What is true more or less of all 
economic institutions is particularly applicable to our special 
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problems. On all sides we arc realizing the fact that the ques- 
tion of efficiency is scarcely, if at all, subordinate to the ques- 
tion of justice. Or, let me put it rather in this way: that 
however well justified, and however thoroughly calculated to 
promote the ends of justice a given scheme may be, unless its 
administrative features are so arranged as to make it workable, 
the beneficent aims are bound to be frustrated; and a half-way 
good measure which is administratively unobjectionable fre- 
quently turns out to be far superior to an ideal scheme which 
ultimately discloses serious faults in its administrative aspects. 
It is for this reason that we notice so much attention paid 
throughout the world in recent years to the administrative 
machinery, or to the purely mechanical aspects of the problem. 
In both England and Germany, for instance, the past quarter 
of a century has seen a marked improvement in the adminis- 
trative processes of the income tax, and especially in the former 
country has rendered palatable a system which was origintilly 
viewed with misgiving and distrust. Those authors — and 
they are not yet entirely extinct — who endeavor to draw a 
warning lesson from the income tax, derived from the speeches 
of Gladstone and the writings of an earlier generation of econ- 
omists, are not alone blind to the teachings of the more recemt 
movements of theory, of which w^e shall speak in a moment, 
but are, above all, deaf to the lessons of administrative develop- 
ment. Even in the Imited States, where great and funda- 
mental chang('S in tla^ structure of taxation are impending, 
it is coming more and more to be realized that even our prestmt 
system, inadequate and unsatisfactory though it be, is sus- 
ceptible of a prodigious improvement on purely administra- 
tive lines. We have but to call attention to the remarkable 
progress that has been achieved in the administration of the 
tax on real estate in the city of New York, under the skillful 
supervision of the capable head of the Commissioners of Taxes 
and Assessments. Another more or less familiar example is 
the excellent work that has been done in the state control of 
local officials, or the centralized administration of the general 
property tax, in commonwealths like Minnesota and Wisconsin, 
where the political powers have seen fit to call to their aid 
scientifically trained fiscal administrators. In fact, if there 
is any one thing which looms large in the history of the last 
twenty-five years in the United States, it is the increasing 
significance that is now slowly being attached to the problem 
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of administrative efficiency. In this alone lies no small measure 
of our hope for the future. The administrative problem lies, 
however, beyond the confines of this discussion. 

II. Local Considerations and the Benefit Theory 

Assuming, then, that the problem of administrative efficiency 
is being successfully attacked, we must now address ourselves 
to those underlying principles which, after all, form the touch- 
stone of ultimate fiscal su(!cess. If we take a broad survey of 
the theory and practice of the last twenty-five years^ taxation, 
we shall be impressed by two fundamental reflections. The 
first is the emphasis that is being placed upon social rather than 
individual considerations; and the second is that even in so 
far as this is not true there has been a decided change in our 
attitude to the individual norm in taxation. Let us consider 
tlu^se separately. 

The first point is one which I have repeatedly accentuated 
in the last few years, and which, therefore, will call for less 
elaboration in this place. Whatever theory th(^ o1(1(T writers 
on taxation might have advanci'd as to the obligation of the 
individual to contribute to the support of government, they 
always tacitly assumed that the so-called direct taxes rested 
upon the taxpayer; and in this scheme of equitable^ taxation there 
was manifestly no room for a syst(‘m of indirect imposts. One 
of the most striking facts in the literature of taxation is that we 
s('arch in vain for an adequate explanation, not to speak of jus- 
tification, of a set of revenues which in almost every country 
forms the considerably greater part of the whole. To say, as 
did a well-known writer some years ago, that all indirect taxa- 
tion is crooked taxation — importing into the term a moral as 
well as a phy’^sical connotation — is seriously to impeach the 
entire modern development. It is indeed true that the civilized 
world has abandoned the mediaeval system of a multiplicity of 
indefensible and burdensome indirect taxes. But it is also 
true that their place has been taken by taxes which are less 
burdensome and more defensible indeed, but none the less 
equally indirect taxes. One has but to run through the budgets 
of any modern nation, in order to realize what a very consider- 
able share of the revenue is derived from so-called indire(*t 
sources; and in many cases the proportion is becoming greater, 
instead of less. Even in the United States, where the import 
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duties and the internal revenue taxes form the almost exclusive 
source of national income, the trend toward indirect taxes even 
in the commonwealths is typified by the stock-exchange tax 
as in New York and the mortgage tax, which now constitutes 
in some states an imi>ortant source of commonwealth revenue. 
And if we look at the admirable scheme by which Japan has 
been able to arrange her war and her post helium finances, w^e 
are equally struck by this preponderance of the so-called in- 
direct taxes. Of the situation as it exists in France, in Italy, 
in Germany, and in England, we need not speak at all. 

A theory of taxation which is competent to (‘xplain the 
modern development must, therefore^, put us in the way of 
comprehending the real principle underlying the indirect 
taxes. But it must do more than that. It must also put us in 
a position to understand the break-up of tlu^ general property 
tax and the change taking place in the taxation of mortgages 
throughout the country. Or again, it must enable us to ex- 
plain how it is that in the great city of New York almost the 
entire tax revenue can be derived from an impost on real estate, 
without engendering a revolution among the particular class 
of property owners that is singled out for taxation. 

The truth of the matter is that things are not what they 
seem; that the older theory that justice can be attained by 
taxing every man on all his property does somehow not work 
out, because, as a matter of fact, the taxation of property is 
not necessarily taxation of the property owner. In other 
words, w^e are confronted by the great probkm of the shifting, 
the incidence, and the effects of taxation. The individual 
taxpayer does not live to himself alone; he forms a part of a 
delicate and complex organism, and his interests are indissolubly 
bound up with those of his neighbors. The problem of taxation, 
like every problem of value, is primarily a social and not an in- 
dividual problem. The striking change that has come over 
modern economics is the emphasis that has been put upon the 
social aspects of theory. If there is any one thing that is needed 
in the science of finance, it is the point for which I have clamored 
so insistently during the past few years, that the newer theory 
of taxation must proceed from the social, and not the individual, 
point of view. It is this point of view that is responsible for the 
more modern version of the theory of diffusion or absorption 
of taxation. It is this point of view which emphasizes the newer 
doctrine of capitalization of taxation. It is this point of view 
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which unites the doctrines of absorption and capitalization 
in the wider theory that 1 have ventured to call the elision of 
taxation. Slowly we are beginning to realize — and by we 1 
mean not alone the representatives of science, but the legis- 
lators and the courts — that to tax a particular piece of property 
is not necessarily to tax the property owner; that to attain 
justi(;e in taxation it is not requisite to tax all kinds of property; 
and that in the case both of the so-called direct, and the so- 
called indirect taxes, the real problem is not as to which individ- 
ual advances the tax, but as to what class of individuals ulti- 
mately pay the tax, or are either burdened or ])enefit(‘d by it. 

In this respect, therefore, the progress of theory in the last 
tw(‘nty-five years has scarcely kept pace with the unconscious 
rev(‘lation of the theory in the facts of actual life. A beginning 
has been made, but only a beginning; and the task of the next 
quart(‘r of a century is to carry out into all its ramifications an 
elaboration and a more adequate comprehension of this doctrine 
of the social, ratluT than the individual, forces in taxation. 

It may be claimed, however, that there still nanains a field 
for the application of the individual theory of taxation, because 
it is undoubtedly true that in many cas(\s, at all events, a tax 
is not shifted, but is really borne by the individual who pays it. 
Although w(? may grant this contention, it is, I think, suscep- 
tible of proof that even from th(^ individual point of view a 
great change has taken place in the facts of modern taxation, 
which must inevitably react upon the tlu^ory; and that even 
this putative individual basis of taxation will, on closer examina- 
tion, be found to be shot through with social considerations. 

We come, in other words, to the great question wdiich has long 
vexed the minds of scholars and taxed the energies of statesmen, 
as to what really is the test and measure of the obligation of the 
individual to contribute to the support of government. Even 
assuming that every individual bears the burden of what he 
actually pays to the state, how shall this burden be apportioned? 
Two answers, as is w'ell known, have been given to this query. 
Yet each has failed to satisfy the rigorous demands of modern 
investigation ; the one because it is plainly inadequate, the other 
because it has hitherto been incorrectly interpreted. 

The answer that was almost universally given in the earlier 
stage of fiscal inquiry was that individuals should contribute 
to the support of government in accordance with the benefits 
or advantages which they derived from government action. 
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This has now become known as the Benefit Theory of taxation. 
The state was conceived of as a large joint-stoc^k company, in 
which th(^ individual citizens wen^ shareholders; and each 
citizen w^as imagined to d(Tive from th(^ operation of this cor- 
poration a definite' amount of profits in accordance with his in- 
vestment ill the ent('rj)rise. Since the operations of government 
were not designed to yield a dividend in actual money, the prof- 
its were' eoiice'ive'd of primarily as being something in the nature 
of an intangible, but none the less (calculable, dividend; and 
since, in the minds of those writers, the chief and well-nigh the 
sole function of government was to protect life and property, 
the quantum of benefit that (aich individual received stood in 
a certain proiiortion to his wealth. Taxt's hc'nce repnesent 
nothing but an insurance premium, or a })eriodic payment 
made by the individual in order to guarant('(^ the continuance 
of his profits in this joint-stock enterprise. The theory of bene- 
fit or protection, although now almost completely abandoned 
l)y scholars, still lingers in the minds of some writers, and is 
found to a considerable extent in the tax decisions of the courts 
of Anglo-Saxon countries, where the force of precedent is so 
enormous. 

The reason why the benefit theory of taxation has been 
abandoned is two-fold. In the first place, even on the assump- 
tion that the theory involves a correct interpretation of the 
relations of the individual to the government, a more rigid 
analysis disclost's the fac^t that the benefits conferrc'd by govern- 
ment on individuals do not stand in any such relation to wealth 

whether to property or to income — as had been imagined. 
Even granting that the sole function of government is to pro- 
tc^ct property, it does not follow (dther that it costs the govern- 
mf'nt twice as much to protect i)roperty of twice the amount, 
nor that the smaller property owner feels that he is getting only 
one-half the Ix'nefits on his own property that the larger pro- 
prietor rect'ives on his. Furthermore, it is obvious that the 
government protects persons as well as property, and th(^ per- 
s(jnal protection realized by a poor man is no less valuable to 
him than the personal protection afforded to a rich man. Still 
further, however, it soon became apparent that government 
is more than the mere watchdog of society, and that protection 
does not exhaust its functions. As soon, however, as we con- 
sider the other functions of government, the fallacy of the 
benefit theory becomes evident. For the advantages derived 
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by individuals from government action are found to be in large 
measure not in direct, but in inverse, proportion to their wealth. 
The poor man sends his children to a public school, the rich 
man resorts to a private school; the poor man depends for fire 
protection or sanitation upon the efforts of government, the 
rich man avails himself of the s(3rvices of the best appliances 
and the foremost experts; the poor man, in last instance, re- 
sorts to poor r(;Iief or state pensions; the rivh man nec'ds no 
such assistance. In almost ev(Ty domain of modern govern- 
mental activity, it may thus be contended with some degree 
of truth that the direct benefits of state action are frequently 
in inv(Ts(» proportion to the wealth of the individual. A theory 
which would ])ractically result in placing greater burdens upon 
the poor man than upon the rich man must, therefore, be de- 
fective in one of its premises. 

The second and chi(‘f reason, howevin, why the benefit theory 
of taxation was abandoned is that the whole foundation of 
political philosophy on which it w^as erected was recognized 
as insecure. The modern theory of political sciences rests upon 
the more organic conception of th(^. relation of the individual to 
the state; it recognizes the fact that the public collective wants 
are as much a part of the nature of civilized man as are his 
individual private w^ants; and that the essence of taxation is a 
moral, as well as a legal, obligation. The government, indeed, 
must do something for the community in return for the support 
which it receives. But this reciprocal obligation on the part 
of the government is not tow^ard the individual as such, but 
toward the individual as a part of the greater whole. The 
special benefit is swallowed up in the common benefit. The 
special benefit to the individual is, in most cases, even not 
measurable; for the distinguishing characteristic of modern 
civilization is the spread throughout the community of these 
impalpable, non-material results of good government which 
make for the common welfare, and especially for the higher 
life. In its ideal form at all events, the state must be likened 
not to a joint-stock company, but to a family. The citizens 
are not stockholders but brethren, animated, if they are patriots, 
by the same ideals and by the same fine sense of co-operation 
in the common interest. Whatever the test of this moral ob- 
ligation to contribute to the support of the whole may be, it 
is, in the state as little as in the family, assuredly not the meas- 
ure of benefit received. Not only is the test wholly imprac- 
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ticable, but if it were practicable it would be completely 
inadequate. 

It may be claimed, indeed, that this analogy of the state to 
the family is strained, and that cases do arise where the govern- 
ment undergoes a certain expense, and actually performs a 
definite service, for the particular individual, the benefits of 
which are sojmrably and measurably cakmlated. Such a case ob- 
tains, for instance, when the government sells gas to the individ- 
ual, or makes a charge for a certain permit, or demands that 
the cost of an improvement wdiich inures particularly to the 
benefit of a given set of individuals be borne, in whole or in part, 
by them. While this claim may at once be conceded, it must 
be pointed out that such payments do not come under the head 
of taxes, properly so called. Even though there is still much 
confusion in the minds of our legislators and our judges, we 
cannot help realizing, as we look back upon the progress of the 
last twenty-five years, that one of our chief steps in advance has 
been a more proper classification of public revenues, and a 
recognition of the fact that taxes must not be confused with 
prices or with fees or with special assessments. What we have 
to treat of here is not the whole sul>ject of government revenues, 
but the si)ecial topic of taxation. In a tax the point of chief 
importance is the prevalence of the common benefit, and the 
purely incidental character, if it t^xists at all, of the special 
benefit to the individual. Where the special benefit to the 
individual is separately calculable, and is no longer a purely 
incidental result of government action, we are dealing with 
something that is not a tax at all. 

III. Social Considerations and the Faculty Theory 

When the benefit theory of taxation was abandoned it was 
replaced by the faculty or ability theory. Tiiis theory taught 
that the measure of general obligation to the support of govern- 
ment is, in the state as in the family, the capacity on the part of 
the individual to contribute to that support. This seemed to be 
an enlightening and comprehensive proposition. But, as in the 
case of the benefit theory, the difficulty arose when an attempt 
was made to analyze more closely exactly what was meant by 
the faculty principle. Perhaps the most important step in the 
analysis was taken by those writers who, like John Stuart Mill, 
conceived the essence of faculty or ability to reside in equality 
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of sacrifice. That is, they measured the ability of the individual 
to pay taxes by the amount of sacrifice that would be imposed 
upon him by the burden of the payment. I do not here speak 
of the various suggestions that have been put forward to ascer- 
tain the objective norm of this faculty so interpreted, further 
than to recall the gradual evolution from the test of expenditure 
to that in turn of property, of product, and of income. The 
important point for our purpose is that the subjective measure 
of the obligation was found to consist in sacrifice. It is true, 
indeed, that in recent times this explanation of Mill has been 
further elaborated, as, for instance, in the suggested substitution 
by Professor Edgeworth and by Professor Carver of the principle 
of minimum sacrifice, in lieu of that of equal sacrifice. But apart 
from the peculiar difficulties inherent in this newer version, 
upon which this is not the place to touch, ^ we are confronted 
by the fact not only that fiscal practice does not conform to 
the general theory of sacrifice, but that tiie doctrine of ability 
or faculty itself Iu>:s been assailed by recent thinkers as in some 
respects unsatisfactory. 

While there is some force in the objections that have been 
urged, they are, in my opinion, not sufficient to invalidate the 
doctrine of ability or faculty, if correctly interpreted. Almost 
all the modern writers on finance, in Clermany as well as in 
England and elsewhere, have regarded faculty too exclusively 
from the point of view of consumption. The whole sacrifice 
theory, whether in the equaUsacrifice or in the minimum-sacrifice 
version, deals only with this phase of the problem. It asks what 
is the burden that rests upon the individual in virtue of his 
payment of taxes; and how much of his property or income 
remains for purposes of his o\ati consumption. It is through 
and through an essentially consumption theory of finance. A 
more careful analysis of the doctrine, however, and one that is 
more in harmony with the actual facts, forces us to the conclusion 
that the consumption side of the theory must be reinforced by 
the production side. In estimating a man’s faculty or ability to 
pay we must not alone think of the burden imposed upon him in 
parting with his property or income, but we must also consider 
the opportunities which he has enjoyed in securing that property 
or income. 

But what, it may be asked, is the real import of this? The 

1 For a discussion of these doctrines see Seligman, Progressive Taxation^ 
2 ed. (1908), pp. 285-289. 
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answer is obvious. Manifestly, as soon as we regard the produc- 
tion side of the problem, we are confronted by the phenomenon 
of privilege in all its manifold forms. If an individual secures 
his wealth largely through his own unaided exertions, that is one 
thing. If, on the contrary, his fortune is in great measure 
ascribable to the privileges conferred upon him by law, the situa- 
tion is a very different one. The privileges render it easier for 
him to create and to augment his wealth, and the real sacrifice 
involved is the sacrifice of acquisition, as well as that of disposi- 
tion. The older theory of faculty dealt only with the latter kind 
of sacrifice; the newer theory of faculty must include both kinds. 

The doctrine of ability or faculty, as thus reinvigorated, is 
not only free from objection; it is, because more inclusive, supe- 
rior to any of the rival conceptions that now divide the camp of 
fiscal thinkers. Our friends, the single taxers, for instance, who 
have done such yeoman's service in many phases of fiscal reform, 
commit a double mistake; first, in singling out a particular 
privilege as the only one to be reckoned with; and, secondly, 
in erecting the principle of privilege into an independent and 
all-sufficient explanation of the relation of the individual to the 
government. Some of them, in the ardor of their reaction 
against the faculty theory, even go so far as erroneously to 
identify the privilege theory with the benefit theory, and thus 
revert to the old and discredited explanation. But even those 
who do not go to this length nevertheless see in the doctrine 
of privilege an all-embracing and adequate principle. As I have 
attempted to point out al)ove, however, this view is essentially 
incorrect, because it looks at only one-half of the problem. It 
regards solely the acquisition of wealth, and is oblivious of the 
disposition of wealth. The older faculty theory, as it has been 
almost universally expounded, errs on one side of th^ question; 
the privilege theory errs to an equal extent on the otlier side. 
The only satisfactory solution of the problem is, while upholding 
the faculty theory of taxation as over against the old benefit 
theory, so to broaden and interpret the faculty theory as to make 
it include all of what is legitimate in the privilege theory, with- 
out incurring any of its extravagances. 

This new interpretation of the faculty theory also enables 
us to explain the actual progress of events during the past 
quarter of a century. On the one hand, we have the great move- 
ment toward the income tax, a movement which is perceptible 
in the United States as well as in France and the other European 
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countries. This movement is the direc^t result of the older ele- 
ments involved in the faculty theory. It is a recent movement 
in the United Stat(\s simply because^ thc^ whole faculty theory of 
taxation is of comparatively modern acceptance. But the two 
newer modifications of the income tax which are now being so 
hotly discussed all over the world, the principle of graduation, 
and the principle of differentiation, are, consciously or uncon- 
sciously, the rcisult in part at Ic^ast of the other side of the faculty 
conc*c^ptic)n. As 1 attempted, many years ago, to i)oint out in 
thc^ discussion of progressive taxation, the? ccjnsiirnption side of 
the theory alone does not suflic'X^ for an aclecpiate defence of the 
principle. And in thc^ c*ase of the distinction between earned 
and unearned income's that has now come to the fore with such 
insistcmc-.e in Great Britain as elsc'where, the justification of 
the higher rates on unearnc'd incomes is to be sought in large 
measure in tht3 j:)rinc*iplc^ of privilege, and especially the privilege 
of inlieritance. It is the same ]:)riviiege of inheritance which is 
responsible' for thc' grc'at d('V('loj)ment in rc'C’cnt years of the pro- 
grc'ssive and the collateral inheritance taxes all over the world; 
and it is a soc*ial i)rivilege of a differemt but of not less important 
kind, whic'h has brought into the forefront of ])olitical discussion 
in Germany , and in Umgland, the increment duties on land. In 
Hie Unitc'cl States also the fedc'rai c*orporation tax and the corpo- 
rate franchise taxes in our commonwealths are all of them refer- 
able at- ])ottoin to tills newer idea of social or legal privilege as 
augmc'iit ing the faculty or ability of the taxpayer, whether indi- 
vidual or corporation. Far from working away from the theory 
of faculty, the evc'iits of recent yc'ars show a decided ajiproxima- 
tion to the doedrine as correctly interpreted. 

We see, tlu'refore, tliat the chi(‘f <.levelopment of the last 
quart('r of a century, in the pracdice as well as in the theory of 
taxation, has been the increasing emphasis laid upon the social 
point of view. In a great domain of taxation, as we have just 
learned, the individual point of view has be'en completely super- 
seded by the social point of view, and the study df the incidence 
and effects of taxation has emphasized to a continually greater 
extent the fact that th(^ individual who pays a tax is by no means 
always the person who bears the tax. And secondly, as we have 
also seen, even in that remaining field of taxation where the 
individual taxpayer is the tax-bearer, and where the theory of 
faculty or ability to pay has been predicated as a fundamental 
principle, the individual element in this theory has been supple- 
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mented by the social element. The older conception of sacrifice 
was an individual conception; the newer idea .of privilege is a 
social conception; these two conceptions have joined to form 
the modem doctrine of capacity or ability to pay. 

Thus, from every standpoint, the mdividual idea has been 
permeated with social considerations, and the theory of finance 
is taking its place side by side with the other economic doctrines, 
as forming an outgrowth of the modern application of social 
considerations to the older individual conception. Economics 
is now sometimes called Social Economics; the newer theory of 
finance might also well be called the Social Theory of Finance.^ 

IV. Conflicts Between Tax Jurisdictions 

No survey of recent tendencies in taxation would be com- 
plete, however, without some allusion to the changes that 
have been brought about by the question of various tax juris- 
dictions, and of the conflicts between them. In all modern 
nations we are struck by the attempt to adjust the fiscal rela- 
tions of state and locality; and in all federal commonwealths 
we have the added complication of the adjustment bctwe(.'n 
state and nation. What does the experience of the last twenty- 
five years teach us with reference to both the theory and the 
practice of these problems? 

Let us take up first the question of the relation of general 
and local finance. Here we at once notice the obvious fact 
that the tendency everywhere is to confine the local tax to 
real estate. Originally, as is well known, all taxes were pri- 
marily local; and we therefore find local revenues derived from 
a whole category of imposts. Everywhere the general prop- 
erty or the general income tax formed a large part of the local 
revenue, and in earlier times it was supplemented by a code 
of taxes on consumption, a system which still survives in many 
cities of the European continent. When state taxes developed, 
they were either tacked on to the local revenue, as is still the 
custom in the United States; or where tax administration 
had become national, as in France and some other European 
countries, the reverse process occurred and local taxes were 
now tacked on to the state revenues. It is here now that we 

' This theory is not to be confused with the socio-political theory of 
taxation which is sometimes associated with the name of Adolf Wagner, 
and which has been elsewhere discussed by me. See Seligman, Progressive 
Taxation f 2 ed. (1908), pp. 129-132. 
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notice a most instructive evolution. I need not stop in this 
place to emphiisize the great economic changes which rendered 
the general property tax of earlier days unfitting and inopera- 
tive. But I do want to accentuate the fact that has been lost 
sight of, that the reason of the decay and the disappearance 
of the general property tax all over Europe was not only the 
break-u}> of the original mass of property into its constituent 
elements, but also, to an equally great extent, the fact that 
the administration of the general property tax remained local, 
while the basis of the revenue derived from property was now 
becoming general. In other words, an important cause of the 
failure of the general property tax was the attempt to apply 
local administrative methods to what was now essentially 
fitted only for gcmeral administrative methods. Individual 
property and individual income can not, in modern times, be 
localized; and tiierefore a local tax on general property or 
general incom(i becomes increasingly difficult to administer. 
This is one of the chief reasons why the general property tax 
is becoming a farce in the United States, just as it explains 
why it has long since disappeared practically everywhere else 
in the civilized world. But it also enables us to understand 
the reason why the modern income taxes, and even the prop- 
erty taxes where tiny exist, are based upon the broader, and 
not the narrower, administrative foundation. 

What applies to the general property tax applies to many 
other general taxes. The one important category of revenue, 
however, to wliich this administrative shortcoming does not 
apply is the tax on real (estate, and thus everywhere we find 
local taxation coming more and more to assume the form of 
a tax on real estate. In some coimtries, as in England and 
Australia, this is now the fact by law. In some places, like 
the more developed industrial centres of the United States, 
it is now virtually a fact by custom. In France, indeed, the 
movement has only just begun, but is quite perceptible; while 
in Germany the well-intentioned reforms of the early nineties 
have been in part blocked by the selfish but unreasoning op- 
position of the landowners, who do not quite realize the true 
economic significance of the process. Indeed, with all the 
disadvantages and absurdities of our American system I should 
say that the system of local taxation in the United States, 
as it is fast developing in actual practice in the most advanced 
communities, is superior to that which exists in Germany or 
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in France, and oven in some important respects not inferior 
to that which is found in England. Th(' trouble with our 
American scheme is that the facts are developing in spite of 
the law, and not in ac(!ordance with the law. The tendency, 
however, throughout the world toward reliance for local revenues 
upon the n'al estate tax is not aloiK* indis])uta})le, but also in 
compl(‘te harmony with the newer thc'orit's of finane(‘. 

The other side of the problem, nanu'Iy, th(' n'lation of staler 
to federal finance', has corner to the front primarily in great 
empires like Germany, Australia, Canada and th(‘ Unite'd 
Stab's. In this cenintry we are at the present tinu' in the' vc'ry 
throes of the dise'ussion. As we have pointed out elsewhc're 
at som<^ length,^ the real eonside'rations involved in the ehe)iee 
of revenues for conflicting tax juriselie'tiems are' the consielera- 
tions of efficiency, of suitability, anei of aelequacy. Into the? 
further discussion of these sul)jects I elo ne)t inte'uel lu're' to 
enter. But one' j)e)int calls for espe'cial em])hasis. The* situa- 
tion in the United State's is far me)re' difficult than that in 
most of the other empires me'iitione'el, be'caiise* e)f our system 
of constitutie)nal restrictions. The olele'r 1 gre)w anel the more 
deeply 1 work inte) our ecemomie* and fise'al pre>bl('m, the' me)re 
seriously do I question the value e)f e)ur miu'lidauded system 
of constitutional restrictions, at all eve'iits as applied to the 
problems in hand. We se'e the embarrassine'iits on all sieles. 
All the other countries have bc'cn able', for instane*e, to riel 
themselves of the general property tax, while' we shall have to 
devote many an areiuous ye‘ar to the e'fTe)rt, to overcome the 
initial restrictions in most e)f our state constitutions. And so 
far as this particular problem of the* re'la.tie>n of federal and 
state finance is concerned, the much grc'ater })rogr('ss that lias 
been shown by our Canaelian ne'iglibor, neit to speak of seimc^ 
of our friends across the seas, is due to the'ir happy immunity 
from the dogma of state rights. Simply liecause of the accidt'iit 
that when our constitution was formed the separate states 
were independent and jealous of each other, we liave embedded 
into our constitution the thc'ory that all rights not expressly 
granted to the national government are reserved to the states. 
Yet immediately across the bonh'r wc' have' a luition which is 
to-day more than twice as populous as was ours when the 
constitution was framed, and which in no distant future is 
bound to become as great and as mighty an empire as our own; 

^ /ri/ra, chap. xii. 
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and y('t Canada has prosponnl on just the nwerse theory, 
namely, tlu' tla'ory that t rights not granted to the states 
are n^served to th(' national gov('rnrnent. Under this system 
Canada is solving not alone Ikt fiscal pro})leins, but many 
other economic; probhans, in a far more successful way than 
{ire we. And what is true of Cajuida is true, in a large measure, 
of th(' of h(‘r great federal statics. We have shackled ourselves 
with bonds whic^li now cramp and bind our wed-rounded develop- 
ment. We' liave* eaecte'd into a fe'fish e)f so-e*alle‘d state rights or 
loe*al s('If-gov(Tnme‘nt , a the-ory which the sucee'ssful care'er of 
other Anglo-Saxon e'lnpirc's has shown to be unnecessary and 
embarrassing. The* e'xpe*rie‘ne*e‘ e>f the* last twemty-five ye'ars, 
if it conve'vs any h'sson at all in fise*al as wetl as in economic 
matte'rs, t(‘ae*he's us tieat e)ur wiiole constitutional thenry 
ele'se*rv(‘s e^onsidca’abie* ove'rhauling. 

Putting tlu'se e'onsieh'rations into prae*tical form it means, as 
I liave* attempte'd e'lsc'where to indicate, that the income tax 
of the future in this e-ountry is to be* in first instane'o a national 
incomes tax; and that so far as the e*orporation tax and the in- 
he'ritance* tax are* cone*erne‘eI, the alineist insuperable obstacles 
to overe‘e)rning the difficulties e)f inteTstate confliets of tax 
jurisdiction may be r(*move*d by a national supervisie3n e)f the 
taxc'S irnpose'd by the- state's, or })y some* se*he*me where*by the 
taxe'S in epie'stion will be'come* national, so far jis the methods 
of assc‘ssme*nt are* ce)ne*e*rne'd, e*ve'ii though the proe'eeels may be 
api^ejrtioned in whole*, or in part, to the se*parate commonwe'alths. 
In some; way or othea the* le'gal faet.s must be* made to conform 
to the e^'orn^mic fae'ts. In some form eir other tlie structure of 
governme'iit must be put into harmony with the content of 
ec'onomic life. 

The last eiuarte'f eif a century, therefore, which has seen such 
e'uormous change*s in the; e*conomie* basis e>f society, is bringing 
about e*qually vast changes in the the'ory iind practice of taxa- 
tion. Suimned up Iti a few worels, this movement means, on the 
one* hand, the re <*onciliation of efficiemey with justice*, or rathe*r 
the attainment of justie*e* through efficiency; and, on the otlu'r 
hanel, it means the corre'lation of the olden inefividual and the 
newer social eleanents in the problem. The struggles over the 
buelget in England, over the ince^me tax in France, over the 
revenue ceiele in (Germany, are all of tliem symptoms of this 
newer spirit. Anel in the; Unite'el State's the effort to abolish 
the inie]uitous general inopenty tax; the attempt to secure a 
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separation of the sources of state and local revenue; the develop- 
ment of a system of state supervision over local assessments; the 
endeavor to hold individuals and corporations up to their obliga- 
tions to the treasury; the movements to modify our system of 
import and internal revenue duties, and to supplement them by 
an income tax; and above all, the tendency toward the spread 
of the inheritance tax and the incipient discussion as to the 
applicability of the theory of unearned increment to land 
taxes, — all of those but emphasize the lesson which we have 
sought to convey. The civilized world, in its rapid onward 
sweep, is fast realizing all these newer ideas in taxation. It re- 
mains for the student to analyze and to explain the situation, and 
by clarifying the conceptions of statesmen as to the real import 
of these vast changes, to put them in a position to become the 
leaders of the people, who are the ultimate arbiters in this quest 
for justice and in this endeavor to reflo(;t in fiscal institutions the 
highest aims of economic and social progress. 



CHAPTER XI 


THE SEPARATION OF STATE AND LOCAL REVENUES ^ 

1. The Present Difficulties 

The discontent with the conditions of American taxation 
is growing apace. The reason is not far to seek. On the one 
hand, the development of industrial democracy is everywhere 
creating greater demands upon th(' public purse for a collec- 
tive action which shall be in the interests of the entire com- 
munity; on the other hand, the growth of prosperity and the 
transition from mor(> primitive economic conditions to those 
of a compl(‘x industrial society are rendering more and more 
inadequate the fiscal basis and the fiscal machinery which have 
been b(?queathed to us by our ancestors. Thus at both ends 
the pressure' is felt. The fiscal needs are multiplied and the 
fis(‘al machinery is getting out of gear. Expenditures are grow- 
ing, and the old forms of revenue are no longer suitable. Hence 
the pressure of public needs upon public resources. And since 
these publics needs are augmenting most rapidly in the domain 
of local rather than of national government, it is {primarily ques- 
tions of state and local revenues that are becoming increasingly 
embarrassing. 

It would be a mistake, however, to suppose that the public 
resources are in themselves inadequate. The fault does not 
lie with the social income. National prosperity is great and 
growing, and the increase of wealth and of social income is 
proceeding unchecked. Were our vState and local resources 
marshalled and ('rv^Rnized for fiscal purposes as is done by the 
national government, the embarrassment would soon vanish. 
We all know that in normal times there has never been the 
slightest diflSculty in securing a revenue for national purposes 
which should be, not only abundant, but on the whole satis- 
factory to the community. We know equally well, however, 

^ This chapter is reprinted with some changes from the paper in Addresses 
and Proceedings of the First Annual Conference of the National Tax Associa- 
tionj New York, 1908, p. 485 et seq. 
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that what has been so successful!}" done by the national govern- 
ment is very imperfectly accomplished ])y our state and local 
governments. The wealth is there, the resouna's an^ tluTe, but 
the method of tapping the resources has become unsatisfactor.y, 
lopsided and unequal. What is n(‘ed('d is a readjustment of 
the system to make it fit modern ma-essities. 

In an em])ire like the United Stall's the jirobhan will naturally 
assume a somewhat diffenait form in various sections. Finance' 
and politics are but tlii' ultimate expression of economic forci's 
and relations, and the economic conditions vary widi'ly tlirough- 
out our country. The transition from the' frontier life and the 
activity of a purely agricultural community to the coiidit ions of a 
highly di'veloped and comph'x industrial community has made' 
far morii progress in some si'ctions than in otlu'rs, and to the 
extent that this transition has only begun, tlu' oldi'r iiK'thods 
possess a certain rneasun' of validity. What is good for New 
York is not necessaril}' good for Mississipjii, nor again for Id ah. 
But notwithstanding this diversity of ei'onomic conditions, 
there are certain phenomena whi(*h are (*ommon to all. Tlu' 
large corporate agencii'S of transportation an' found tiiroughout 
the country. Souk* of tlu' gri'at trusts are si'lling thi'ir products 
in the little hamlets as well as in the im])ortant commercial 
ci'iitres. Uertain di'fi'cts in our fiscal system are tlu'refore 
being r(*cognized as common to tlu' whole (country, and with 
the di'velopmi'iit of more homogi'neous ('conomic conditions 
this is bound to be incri'asingly true in the future. Wii have 
tax commissions wrestling with V('ry much tlu^ same j)roblems, 
not only in jMassachusi'tts and N('W York, but in Minm'sota 
and Wisconsin; not only in Louisiana, but on the Pacific sIojk'. 

What, then, are the chief difficulties in our tax system which 
are coming more and more' to be recognizc'd (‘very where t hrough- 
out the length and breadth of the land? 1 should sum them 
up und(T (‘ight heads. 

First and foremost is the breakdown of the general property 
tax, which is almost everywhere still the chief rc'lianc'e of state 
and local govc'rnment. Idie general propcTty tax works well 
only amid most primitive economit* conditions for whi(*h alone 
it was calculated. Almost evt'rywhc're, for reasons which it is 
unnecessary here to recapitulate, and which it is utterly im- 
possible to prevent, personalty is slij)ping from under. The 
administration of the general property tax is everywhere 
attended with increasing difficulty, and in our large industrial 
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centres it has become, to use the words of a recent tax report, 
howling farce.” Everywhere, north and south, east and 
west, although in varying degree, comes the cry that the at- 
tempt to enforce the general property tax, whether by listing 
bills or tax ferrets, by oaths or by inquisitors, is doing much 
to force upon the average citizen habits of falsehood and cor- 
ruption. 

Se(5ond, a growing lack of equality in tax burdens, not only 
as between classes in the community, but as between individuals 
of the same class. Where land, for instance, is assessed at 20 
per cent of its value in certain counti(is, and at 80 per cent 
or 100 per cent in other counties, it is obvious that the contri- 
bution to the state tax is grossly unecjual arid unfair. 

Third, the application to general purposes of what was 
inb'nded to be only a local revenue. All direct taxation was 
originally local in character, and the assessment of property 
for local taxation was at the outset a comparatively simple 
matter. When the need for state revenues made itself felt, 
it was obviously expedient to tack on to this local taxation a 
cpiota for general purposes. But with the great development 
of state functions, and with the breakdown of the local barriers 
of commerce and industry, what was originally ('qual soon turned 
into inequality, and the attempt to fetter interlocal or even in- 
tfastate business conditions by the bonds of purely local assess- 
nuait has proved to be a fruitful source of difficulty. 

Fourth, the failure to mak(? modern corporations brar their 
fair share of taxation. The corporation is a growth of the last 
half century. It was unknown when the prcscait framework 
of our tax system was established. The attempt to force the 
new wine into the old bottles is not onh^ spoiling the wine, but 
cracking the bottles. 

Fifth, the failure to secure adequate compensation from 
individuals and corporations alike for the franchises and privi- 
leges that are granted by the community. An earnest effort 
is being made ai, present throughout the length and breadth of 
the land to repair this defect. But with the historic system 
as it has come down to us in this country of estimating wealth 
in terms of property rather than, as abroad, in terms of income, 
we have been plunged into the vortex of the assessment of 
franchise values, and have thus been compelled to attack a 
problem which does not even exist in other parts of the world. 

Sixth, the undue burden cast upon the farmer. Practically, 
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this is the problem of taxation in many of our rural districts 
and in all agricultural communities where the failure of an 
adequate revenue system and of the readjustment of social 
resources makes it impossible to secure good scdiools or fairly 
decent roads without overburdening what is, after all, the chief 
source of American prosperity. 

Seventh, the interference with business, due to the partial 
and spasmodic enforcement of antiquated laws. Witness the 
attempt in some states suddenly to levy a mortgage tax, as 
recently in New York, where the entire building industry was 
thrown into confusion ; or the attem])t in other states to enforce 
now this and now that kind of property tax on lousinesses 
which led to a change in the location of the business rather than 
to any increase of revenue. The harassing of the individual 
business or the fear of harassment is becoming less and less 
defensible in the delicately adjusted mechanism of modern 
business society. Over a century ago Alexander Hamilton, in 
his famous report on manufactures, stated this golden maxim: 
‘‘All taxes which procetnl according to the amount of capital 
supposed to be employed in a business are inevital.)ly hurtful to 
industry and are particularly inimical to the success of manu- 
facturing industry and ought carefully to be avoided by a 
government which desires to promote it. It is in vain that 
the evil may be endeavored to be mitigated by leaving it, in 
the first instance, in the option of the party to be taxed to 
declare the amount of his capital or profits. 

Eighth, the failure to make great wealth contribute its due 
share. In former times, where property was fairly equally 
distributed and conditions simple, inequalities in tax burdens 
were slight and unperceived. Before the huge aggregations of 
modem wealth, the crude tax machinery of earlier days stands 
impotent. And yet we hug ourselves with the delusion that 
all that is necessary is to patch up the old machinery, whereas 
what is really needed is to throw the old machinery on the 
scrap heap and to utilize entirely new and modern instruments 
and processes. 

II. The Meaning and Advantage of Separation 

We must recognize the fact, however, that revolutions of this 
kind occur but seldom. The only method of achieving substan- 
tial progress in society is, after all, by attempting to go forward 
step by step. But however slow the change, it is imperative 
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that the goal be kept clearly in mind if there is to be any progress 
at all. If we move step by step, it is highly important that each 
step be a forward, and not a retrograde, one. Now the starting 
point from which progress of all kinds must set out at the present 
time in the United States is, apart from the important adminis- 
trative changes to be touched upon later, the abandonment of 
the use for state purposes of a locally raised and administered 
revenue. Whatever other reforms are needed, and they are 
many, no lasting progress can be made unless we take this 
preliminary ste.p. It is for this reason that we have ventured to 
put in the foreground of discussion the problem of the separation 
of state and local revenues. 

The utilization of the same sources for both purposes is, as 
we have se(‘n, a natural development, at least in Anglo-Saxon 
communitic's wIktc^ the spirit of self-government has always been 
strong, and where the local unit has been th(‘ cell that has grown 
through acert^tion into a mighty nation. Yet the employment 
of the identical sources of revenue for state and local purposes 
has not only hel}H‘(l to engender many of the difficulties which 
have been adverted to above, but has succeeded in confusing 
the issue, and in rendering exceedingly difficult a satisfactory 
solution of the problem. WIktc each local community finds 
that its int(‘resis are in some unaccountable way bound up with 
those of otlaa (‘oinmunities, the tendency is to induce an unwil- 
lingness to expeririK'nt with any changes, no matter how neces- 
sary, which through tlu^ influence of these common interests 
may perhaps react disadvantagt^ously upon the interests of 
the particular community. The result is the breeding of mutual 
suspicion and, what is still worse, of lethargy. Just as no single 
individual can be expected to submit an accurate list of his 
taxable property when he is sure that his lU'ighbors are all 
successfully withholding their own, so no community will be 
willing to make any change in methods, the result of which 
would, in all probability, only be to inc’rease its common burdens. 
The separation of state and local revenues is therefore a matter 
of importance in the American commonwealths of to-day, not 
so much because it forms in itself any solution of the problem, 
but because it is the indispensable initial step to any substantial 
and lasting progress. The separation of state and local revenues 
is not a cure, but it will help to make a cure possible. It is from 
this point of view that we must address ourselves to the problem. 

There are four aspects of the subject: First, what is meant 
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by separation of state and local revenues? Second, what arc 
its advantages? Third, what are the objections and possibles 
dangers? And fourth, what has thus far been its history and de- 
velopment? 

I, In the first place, separation denotes, as the word implies, 
some distinction between the classes of revenue. Almost ev(Ty- 
where in the Unit('d States the general property of individuals 
is assessed for local purposes; and as cori)orations developed, 
their property was also assessed in the same way by local assc's- 
sors. County expenses are usually defrayed by apportioning 
the necessary amount to the localities according to the assesst'd 
valuation of property and thus adding a county rate' to t he local 
rate. Finally, the state expenditures are defrayed in prt^cis(‘ly 
the same way by dividing up among the separate counties a 
sum proportioned to the assessed valuation in the counties. 
Thus the final tax rate upon proj)erty is made u]) by the addition 
of these various rates. But the assessmtmt and the collection 
are for the most part in the hands of local authorities. 

What wall be gained by the separation of state and lo(‘al 
revenue is that the state revenues wall no longer be collected 
from the same source and in the same manner as the lo(’al 
nues. It means practically that there will be no state tax rate on 
general property added to the local tax rate through the procc'ss 
of apportioning state expenditures among the localities according 
to the assessed valuation. It implies as a corollary^ that some 
other method of securing the state revenues be devis('d. Th(^ 
demand for separation is primarily a negative rathc'r than a 
positive one; it is destructive rather than constructive. It leaves 
open for debate what particular alternative methods should 
be substituted. It proclaims in no uncertain tones, “Leave to 
the locality what properly belongs to the locality; allot to the 
state what properly belongs to the state.’’ 

II. The second aspect of the problem is a discussion of the 
advantages that would ensue from separation. These may be 
summed up under the following heads: A. Conformity with 
the natural division of government functions and activities. 
B, Greater equality in assessments. C. Lowering of the tax 
rates. D. Removal of conflicts between city and county. 
E* Greater flexibility and adaptation of means to end. 

A, The first advantage is conformity with the natural division 
of government functions and activities. The relation of govern- 
ment to business life necessarily changes with the conditions of 
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})usiness activity. When business was purely local in character, 
as was true in former times, the local authorities were competent 
to (leal with it. To-day yet, activities connected with real 
estate are still largely of this (character. The n^al estate cannot 
hi) remov(Hl from the locality, and the benefits and burdens 
attaching to real estate are still to a very large extent bound up 
with the people who live in the imm€diate neighborhood. What 
is true of rc'al estate was originally true of almost all economic 
phenomena. But it is no longer true. The scope of the great 
industri(‘s conru'cted with tlu^ transportation of wealth and the 
transmission of power or int(»Ilig(me(‘ is obviously no longer local 
in (‘haracter, and many of the ordinary corporations and busi- 
n(‘ss(\sare strc'tching out with an activity that transc^ends all local 
bounds. While the central office must indeed be in some one 
Kxaility, th< scope and content of the activities are no longer 
local, and in the great majority of cases any attempt to (estimate 
the economic (‘apacity of the business or corporation to bear the 
tax ))urd(‘ns b,y t)ie property existing in that locality would be 
wo(‘fully inaccurate. Not only would the local property often 
!)(' in no proportion at all to the local salens, but even the local 
sales wouKI not be any index of the relative profits or tax-pa 3 ung 
ability. The insurance compaiyy (although situated with its 
la ad office in some one town) does busiru^ss throughout the 
('iitire state ; the railroad may have four tracks in a little country 
village which contributes practi(*ally nothing to the traffic; a 
bank may d(Tive its profits in large measure from out-of-town 
business. Where the activity is primarily interlocal or state, 
the burdc'ii should be interlocal or state. 

Not onl^^ however, is there this natural division between 
state and local functions, but even where the phenomenon itself 
is j)urely local, exp(Tience has disclosed in sonu' cases the great 
adviinttige of assessment by state rather than by local officials. 
Read estate, for instance, can far better be valued by officials 
of the n(fighborh.«>od w'ho are cognizant of the local conditions, 
even though experience has shown the great advantages of a 
centralized or state control over the local assessments in order 
to secure an interlocal equality. But the administration of a 
liquor-license law is apt to be far more effective if completely 
divorced from local influences. It is for such a reason, for in- 
stance, that the liquor-license tax is now levied in New York by 
state officials with a far greater degree of efficiency and there- 
fore with a far greater resultant revenue, than was formerly the 
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case. So also certain taxes are more effective when resting on a 
broad than on a narrow basis of assessment. The inheritance 
tax, for example, is obviously unfit for a source of local revenue 
because the number of wealthy individuals who die in any one 
year in a single town or city is so unpredictable and oscillating 
that the revenue would be entirely too spasmodic. Broaden the 
base by taking in the whole state, and the amount of property 
passing by death from year to year will be found to fluctuate 
very little. 

Thus, from the double point of vii'w of historic changes in the 
scope of government functions and of t he effectiveness of admin- 
istration, a clear line can often be drawn bcdwc'en what is prop- 
erly a state, and what is properly a local, source of revenue. 

This consideration really carries one step farther a distinction 
which is found almost from the beginning of our national exist- 
ence. At first, there was no liiu' drawn betw(‘C‘n national and 
state sources of revenue, and in the (Titieal years succ(‘(‘(ling 
the Revolution the Union had to depend upon requisitions ad- 
dressed to the separate states, to be raised by thimi in th(' same 
way as their o^vn local revenues. With the collapse of this system 
was settled once and for all the principle of a separate and inde- 
pendent national revenue from sources, in part at least, distinct 
from those of state revenue. The whole domain of foreign 
commerce, which up to that time had been within the purview 
of the separate states, was now transf(‘rred to the nation, and 
the force of historical necessity has since then converted certain 
forms of internal taxation, which w^ere still for a long time 
administered by the separate states, to the practically exclusive 
possession of the nation. The process is not indeed (entirely 
complete, and we are even now debating whether certain forms 
of state taxation should not hereafter be relegated to the general 
government.^ The point which it is desired here to emphasize, 
however, is that the principle has been settled. It is the same 
principle which is now applicable to the separation of revenues 
within the state. It was the financial collapse of the Confeder- 
acy which brought about the separation of national and state 
revenues. It is the practical collapse of our antiquat(‘d fiscal 
system within the states which is just beginning to bring about 
the separation of state and local revenues. The change in the 
economic conditions at the end of the eighteenth century was 
responsible for the one; the change in the economic conditions 
^ See irifra, chapters xii. and xxL 
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at the beginning of the twentieth century will be responsible 
for the other. I'hus, the first advantage of the separation of 
state' and local revenues is the fact that it is in harmony with 
an underlying priiicii)le of historical growth. 

B, The second advantage is the securing of greater equality 
in assessments. The diff erences in assessed valuations in various 
sections of our states have everywlu're become so glaring that 
the last few decades have seen in almost every case the creation 
of boards of eciualization designed to remedy the acknowledged 
evil. It is equally notorious, however, that the remedy has been 
entirely inadequate^ and that the boards of equalization have 
been unable to accomplish what w^as expected of them. The 
inequalities go on almost unchecked, very largely for the reason 
that the members of the state boards have too imperfect a knowl- 
edge of the local conditions to admit of any successful revision 
of property valuations. The reh'gation of the general property 
tax to the localities will at once render unnecessary any equaliza- 
tion, for if the state rev(‘nues are secured in other ways, and if 
the general propi'rty of individuals, whether real estate or per- 
sonalty, is not directly liable for state purposes, there will of 
(course be no inducement for the local authorities to seek to 
lower the local valuations of propcTty. For purely local purposes 
it makes no difference whether tlu'n' is a low valuation with a 
high tax rate or a high valuation with a low tax rate; the result 
is precisely tlie same. With the separation of state and local 
revenues the individual landowner in one part of the state will 
no longer be casting envious glances at the landowners in other 
parts of the state, and t his mad scramble for reduction of assess- 
ments will l>e checkc'd. It will depend entirely upon the people 
in the community itself, and not upon those in other communi- 
ties, whether the individual tax rate shall be high or low. It 
wjxs not until after separation was achieved — and as it was 
thought, permanently — in 190G in the state of New York that it 
became possible vo raise the valuations of real estate in New 
York city from the old level of 60~70 per cent to the new level 
of 90-100 per (;ent. 

It is sometimes claimed that the system of separation will not 
stop undervaluation of real estate because there is the same 
struggle between the separate towns in a county as between the 
separate counties in a state. The reply to this, however, is two- 
fold. In the first place, the proportion of county to town ex- 
penses is apt to be smaller than the proportion of state to 
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county expenses, where the state expenses are still apportioned 
in the old manner. The relative influence of county (expenditure 
on local valuations is therefore slighter. But secondly, even 
where this is not true, the objection can be eliminated by 
making the original assessors county officers, instead of village 
or town officers, as is now the case in over one-half of our 
states.^ 

C, This brings us to the third advantage, the political aspect 
of which is not slight. Where, as at present in some cases, 
the state taxes form no inconsiderable part of the whok^, the 
tax rate upon th(^ individual property owner is naturally aug- 
mented to this extent. Under a system of separation of state 
and local revenues, with a relegation of the ])roperty tax to the 
localities, the rate of the tax will miturally be lowered by the 
entire amount of the state nwenue previously derived from 
this source. In the development of the system in New York, 
for instance, this argument had great weight with the legisla- 
tors. The separation of state and local revenue means a r(xluc- 
tion of direct ttixation of property. 

D. The fourth advantage is the removal of conflicts between 
cit}^ and county. The present situation in many of our stat(?s 
is regally an outgrowth of point B mentioned above; nanu'ly, 
the inequality in the assessmcaits of property. Many of tlu^ 
rural counties claim that since there is a far larger proportion 
of tangible and visible property within their borders than is 
the case in the larger cities, the property actually assesscal 
in their case greatly transcends in its relative proportions the 
property assessed in the cities. There' is, therefore, a frequent 
pressure upon boards of equalization to raise the total valua- 
tions in the cities and to compensate for this by reducing the 
valuations of the rural districts. In a state like New York, 
for instance, there was an almost annual contest marked by 
bitterness and asperity, leading in some cases to tlie threat on 
the part of the city of New York that an attempt would l)e 
made to create a separate state. The sc^gregation of state and 
local revenues puts with one blow an end to all these sources 

1 The movement in favor of replacing local by county assessors has 
progre.s8ed to such an extent that in 1921 the assessments of pmj)erty were 
made by county officials in twenty-five states, intjluding all the Southern 
(except Delaware and Louisiana) and Southwestern states and twelve of 
the western states (California, Colorado, Idaho, Montana, Nebraska, Ne- 
vada, North Dakota, Ohio, Oregon, Utah, Washington, and Wyoming). 
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of difficulty and friction. The large city as well as the small 
town, each is allowed to go its way in peace. 

E. The final advantage is virtually a corollary of the one 
just discussed; namely, a greater flexibility and adaptation of 
means to end. If each locality is now, through the separation 
of state and local revenues, divorced from the others and is 
left to work out its fiscal salvation, to a certain extent at least, 
independent!}^, it is obvious that each locality will })e better 
able to adjust its fiscval system to its own particular fiscal 
needs. The conditions of a commercial metropolis are very 
diffi'rent from thos(‘ of a country hamlet, and what may be 
entirely appropriate in tlu' sfH'ond case may be found to be 
compl(it(‘ly unworkable in the first. Th(^ slow stc'ed and the 
fleet pacer work very ill together in harness: set each of them 
free to do Avhat lu* can and the total result will lie far more 
satisfactory for all contained. Uniformity of fisc^al methods 
is desirable only where tluTe is a uniformity of (economic condi- 
tions. If we allow the different localiti(‘s to ('xperiment, within 
certain broad lines, as to the fiscal methods liest suiti'd to thcnr 
own prospc'rity, tlu^ result is ultimatel}’ bound to be an adapta- 
tion of fiscal practice to economic fact. 

Thus from each of these five points of view the lieiuTits 
which would accrue from a separation of state and lo(*al n've- 
nues are clean and undeniable. But so strong is the force 
of custom and prejudice, and so inadequate^ is the^ ordinary 
analysis made of the situation, that the movement has really 
only just begun in the United States. 

III. The Objections to Separation 

It may be inquired, however, in the third place, are there 
no objections to the system of s{q:)aration or are' the^re ne) elan- 
gers connecteel with it? ^ A candid consideration would compel 

* The objections been forcibly urp;ed by Professor T. S. Adams in 
the Addresses and Fyjceedings of the First Conference of the National Tax 
Association, New York, 1908, pp. 515-527; and ap^ain in Readjustments in 
Taxation published by the American Academy of Political and Social 
Science, 1915, pp. 131-139; as well as by Professor C. J. Bullock in an 
article in the Quarterly Journo^ of Economics, vol. 24 (1910), p. 43, et seq, 
Cf., however. Addresses and Proceedings of the Fourth Conference of the 
National Tax Association, 1911, p. 86. 

For a later, more comprehensive and juster appreciation of the controversy, 
see Mabel Newcomer, Separation of State and Locxil Revenues in the United 
States, Columbia University Studies, vol. 76, no. 2 (whole no, 180), 1917. 
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an answer in the affirmative. A closer scrutiny will, however, 
result in the conc^lusion that the objections are exaggerated and 
that the dang('rs are at least remediable. 

What are the objections and dangers? They may be summed 
up under three heads: a lack of suitable state revenues; a 
lack of elasticity; a lack of suitable local revenu(^s. Let us 
consider these in turn. 

It might be claimed by some states that if the general prop- 
erty tax is abandoned as a source of state revenue, tla're is 
nothing to put in its place. TIk^ (‘X])(Ti(m{;e of the more ad- 
vanced states, however, shows the fallacy of this contention. 
Even where the ordinary busin(\ss (*ori)()rations have not assumed 
vast proportions, we find in all the states the existence of the 
great public-service corporations. Tender a proper system of 
assessment, the tax on corporations of this kind, if reserved 
primarily for the state, would go far toward defraying all 
legitimate state expense's. The difficulty now is that in many 
of our states the greater part of the taxes on corporations 
go to the localities, where, as we shall see in a moment, they 
are not needed, and only a small part, if any, is assigned to 
the state. If we render to (Caesar what belongs to (kesar, the 
tax on corporations will go primarily to the state. Another 
source of state revenue which is now spreading in this country, 
but which has by no means rc'ceived tlu' development of which 
it is susceptible, is the inheritance tax. In New York one-fifth 
of the state revenue was at one time secured from this source, 
and the same is true in many foreign countries. Owing to 
defects in the principle as well as in tlie administration of the 
law, the inheritance tax in many other states is very ineffective. 
But New York again has shown the way. Where corporation 
and inheritance taxes do not suffice, other sources of revenue 
stand ready at hand. There is no reason, as we have seen 
above, why the license taxes should be reserved exclusively 
for local purposes. In the Southern states the license or oc- 
cupation taxes have for a long time gone, in part at least, to the 
state, although the whole Southern system is capable of much 
improvement in this and other respects. Here, again, in New 
York, it has been shown what can be done, and one-fifth of the 
state revenue came, before prohibition, from the liquor-license 
tax alone. In short, without going more in detail into this 
question, which is susceptible of a far larger treatment, it 
may be said that there is scarcely a state in this Union where, 
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under proper methods, adequate sources of state revenues 
could not be discovered and elYectively employed. 

But even if this were not the case, and if it turned out to be 
difficult to secure additional soun^es of state revenue, there is 
still left a simple and (efficacious mc'ans of accomplishing all the 
advantag(\s that can Ixe dcTived from s( 7 )aration, without in- 
curring the hazard of not finding sufficicuit state revenue. This 
metluxi may be calk'd the apportionrnent-by-expenditure or 
ap } )or ti onm en t-by-rc' v(' n u e method. 

The apportionment -by-expcmditure or apportionment-by- 
r(wenue iru'thod may b(' (k'scrilxvl as follows: At present the 
state general propcTty tax is distributed among the counties 
by a])portioning the quota of each according to the assessed 
valuation of jiropc'rt}". The apportionment-by-expenditure 
method as oj)}>osed to this apportionment-by-valuation method 
would distribute the amount to be raised for state purposes 
to each county on the basis of the (^xpc'nditure in whole or in 
])art or, what is the same thing, on the l)asis of the revenues 
collected to defray this expenditure within each county and 
nil the taxing districts contained in the county. The advan- 
tages of this scheme ar(' obvious. 

First and forc'rnost, it would [)ermit each locality to raise 
its revenues as it chose within certain broad lines, as laid down 
by the general law. The a])portionm(*nt being no longer ac- 
cording to th(' valuation of property in general, but according 
to expenditure's or rc'venues, it would be immaterial to any 
section in the state bow the local revenues of any uther sec- 
tion were raisc'd. The important point would be the extent of 
the revenue and not the manner of raising it. 

It was mainly to secure at once local option in the selection 
of the subjects of taxation that the apportionmc'iit-by-expend- 
iture method was urged by Mr. Lawson Purdy, several years 
ago.^ This designation of local option is, however, not entirely 

^ “liOcal Option in Taxation,” Proceedings of ihe National Conference on 
Taxation, under the auspices of the National Civic Federation, Buffalo, 1901, 
p. 123 et seq.; also separately published by tlie Now York Tax Heform 
Association. In this paper, Mr. Purdy is pc^rhaps unduly critical of the 
other method of securing separation of state and local revenue. The appor- 
tionment-by-expenditure scheme was first suggested in outline by Mr. Allen 
Ripley Foote in a paper on general tax reform, presented to the State 
Commerce Convention of New York, held at Utica in 1899, read by Mr. 
Purdy and publishc'd in Public Policy, vol. ii., Jan., 1900. The main features 
of the scheme are elaborated in another paper by Mr. Foote on ''A State 
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happy in that it does not adequately describe the powers to 
be conferred upon local communities. More^over, the term 
‘docal option^' has becoiiH' so intimat('ly associated with the 
liquor problem that its utilization for taxation is apt to become 
confusing. 

Secondly, ev(m if tlu^ general property tax were r(‘tained 
for th(‘ basis of ass{\ssment by the localiti{‘s, th(‘ apportionment- 
by-exp(‘nditure iiK'thod would result in a more equitable dis- 
tribution of the burd(‘n than is th(‘ case at j^resent. For, as 
has btnai explained, it is notorious that ass(*ssments of p(‘rsonal 
pro])erty in the rural (‘ounlies are almost inevitably higher 
when compared to actual values than is the case in the cities. 
On th(' otlu'r hand, (‘X])('nditures or n'venues correspond much 
mon^ nearly to th(' actual taxable a])ilities of the communities. 
H(‘nce, apportionrnc'iit by (‘xpenditun' would })ring about a 
mor(' equital)le distribution of burdens than is the cas(' at 
pres(‘nt. A careful computation that was made several years 
ago in New York when the board of equalization still appor- 
tioned the state tax shows that undcT this mwv system the 
counties which would pay mor(‘ are eitluT the rich counties 
which contain the most valuable land in the state, or the coun- 
ties which received too high a percentage rating from the board 
of equalization.^ 

Thirdly, the apportionment-by-revenue method would 
tend to economy in both state and local government. Local 
extravagance would, to a slight degree at least, increase the 
proportion of the state burden, and state extravagance would 
b(‘ directly reflectcxl in a higher charge on the localities. 

Tax on Local Government Iruromes propo.sed iis a Practical Substitute for a 
State General PropcTty Tax,” in the Proceedings of the Fifth Annual Con- 
ference of the National Tax Associat ion, Columbus, 1912, j)f). 253-202. 

Curiously (‘nouf 2 :h a precedent for this method may Ix^ found in the 
territorial p('riod of Iowa, three-quarters of a c(‘ntury a|E?o. The first lej^is- 
lative assembly of Iowa in 1839 enact, (‘d a law providing that five per cent 
of the gross amount of taxes charged on the; county assessment rolls should 
be set aside by the county commissioners as a debt due to the territory. 
This, however, l(‘d to dissatisfaction on the ground that since the terri- 
torial tax was levied on the gross tax rex'-eipts of the countless, it “was regu- 
lated entirely by the necessities of the respective^ counties,” and was thero 
fore not distributed “ upon principles of exact justice to all.” The method 
was accordingly abolished in 1841. See J. E. Brindley, History of Taxation 
in Iowa, 1911, i., pp. 7 -9. 

* The figures, prepared by the New York Tax Reform Association, are 
re}>rinttxl in Proceedings of the First Annual Conference of the National Tax 
Association, New York, 1908, pp. 509-512. 
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The fourth benefit is that the present state boards of equali- 
zation would be rendered entirely unnec(*ssary, for the whole 
matter would be settled by a mere arithmetical computation 
which would leave no room either for favoritism or for unin- 
tentional injustice. 

Finally, fifthly, since it would be necessary to have full 
figures of statistics and revenues of all counties and local divi- 
sions, w(^ should secure *at once a system of comparative' local 
statistics which liave^ hitheitx) Ix'en almost entirc'ly wanting in 
most of the states, and the lack of wliich is a serious obstacle 
to fiscal form. 

The chief objection to apportionment by expenditure or 
revenue is that it might tend to prevent desirable expendi- 
tures in the more progressive communities. The force of 
this objection is, however, not so great as it seems. For, in 
the first place, if the community is read} to subject itself 
to the burdens of a larger expenditure for desirable aims, it 
will scarcely be checked by the slight additional burden which 
would result from the increase of the state tax. For the local 
burdeai is always very much gn^atcT than the state burden. 
Moreover, b} taking the average (expenditure for a number of 
years previous to the annual assessment, the variations due 
to a special local improvement in any one year (‘an be minimized. 
Secondly, entirely apart from these (‘onsiderations, the force of 
the objection could be very largely attenuated l)y combining th(' 
apportionment-by-expenditure method with the system above 
described of im independent state revenue from other sources 
than property. If this were done, that is, if the greater part of 
state revenues were derived from independent taxes, and if only 
the necessary" residuum were raised by the apportionment- 
by-expenditure method, the proportion falling to (‘ach locality 
would be so exceedingly slight as virtually to rob the objection 
of whatever strength it might be supposed to possess. 

Finally, it mighi be contended that the apportionment-by- 
expenditure method is unjust to the poorer localities, l>ecause 
it would interfere with the present American method of school 
taxation.^ School taxes are levied according to assessed valua- 
tion, but are frequently, to a certain extent at least, distributed 
back to the counties and localiti('s by the state according to 
population, thus equalizing the opportunities of the richer and 

' This objection is urged especially by Bullock, op. ciL, p. 447. 
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the poorer sections. The force of this objection, however, 
can be weakened by the simple expedient of exempting such 
school expenditures from the operation of the principle, just 
as they are now excepted from the ordinary methods of local 
finance. The theory of the apportionment-by-expenditure 
method would still remain intact, and its automatic features 
would work equally well, if certain expenditures only, inst(‘ad 
of all expenditures, were selected. What these expenditures 
or revenues should be would be a matter of adjustment, which 
might differ in the various states. 

It is interesting to observe tiiat an attempt has recently been 
made to introduce the apporiionment-by-expenditure method. 
According to the Oregon law of 1907, the system of apportioning 
taxes according to expenditures was to go into effect in 1912. 
In this scheme, however, there were two points deserving of 
special mention. The first is that the apportionment was to 
be made not according to all expenditures, but only according 
to some expenditures, — expenditures for roads and later those 
for interest on the debt, for eourthous(\s and for fighting pes- 
tilence being deducted in each case. While something may be 
said, as we have seen, in defenc<» of these exc(q)tions, the case 
is quite different with the other point, namely, the adoption 
of the rule that the apportionment was to be made acc'ording 
to county expenses instead of according to tlie total expenses 
of all the localities within the county as well as of the county 
itself. This derogation from principle is difficult to justify. 
For in this way the apportionment-by-expenditure method is 
robbed of many of its advantages. It would have had the 
effect of penalizing the poorer agricultural counties, for the 
obvious reason that county government is of relatively less 
importance and absorbs a far smaller share of the total revenues 
in counties containing cities than in sparsely settled agricul- 
tural counties.^ The law, however, was never put into opera- 
tion. For in 1908 the dissatisfaction with the predetiwniined- 
valuation basis of the law of 1901 led to a lawsuit which resulted 
in the court declaring unconstitutional the variation from the 
ordinary" apportionment through equalized assessments, and 
thus by implication making the projected apportionment-by- 
expenditure method illegal. Accordingly no attempt was made 

^ See an address by Tax Commissioner C. V. Galloway, ^‘Taxation 
Developments in Oregon,’ ' in the Proceedings of the Fifth Conference of the 
Nalimal Tax Association, Columbus, 1912, p. 240. 
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to enforce it. The tax commissioner of Oregon, however, 
maintained, after a careful statistical comparison,^ that the ap- 
portionment-by-expenditiire method, properly applied, would 
yield results more uniform and more equitable than those 
achieved by the old system on which the state now again relies. 

A few years later the tax commissioner of Connecticut was 
converted to the desirability of the principle,'-^ and in 1911 sub- 
mitted to his h^gislature a recommendation and a bill designed 
to carry it into effect.'^ In 1915 the reform was finally accom- 
plished in the shape of the apportionment-by-revenue method. 
The crit('rion for the distribution of the state property tax was 
henc^eforth to l)e the proportion of receipts from all taxing dis- 
tricts in each town, as averaged for the last three fiscal years, to 
such total receipts from taxes in all the towns as similarly 
av^eraged.*^ The plan has worked since then to the satisfaction 
of all concerned.'* It is not unlikely that the views of the Oregon 
and Connecticut officials may gradually find supporters in 
other states as well. 

Thus we see that the contention that separation of state and 
local revenues is imi)ossible in some stales, because of a lack of 
adequate stat(* revenues, is weak(*ned, if not entirely overcome, 
by tlie adopt ioji. in part at least, of the alternative method now 
finding its w^ay to the front in some of our commonwealths. It 
must, however, not be suppos(‘<l that the principle of separation 
of state and local revinue is conditioned by the acceptance of the 
apportionment4)y-expenditure method. If this method should 
on the whole prove to be unwise or in(‘xpedient, the sei)aration 
of state and local revenue would not be affected thereby. The 

‘ Op. cit., p. 243. 

^ Cf. William H. Corbin, Tax Commissioner, Increased Rervnue, Address 
before the Farmers^ Association of the General Assembly (of Connecticut) 
Wednesday morning, March 10th, 1909, p. 10. 

Cf. Wm. H. Cx>rlun, ‘^Apportionment of State Taxes on the Basis of 
Local Revenue,” in P Veedings of the Fifth Conference of the Nationl Tax 
Association, 1912, pp. 203-"2()9. 

* The receipts of each one include the amount which should have been 
recciv(4 as specially exempt property had such property been taxed 
similarly to other property in the town. 

^ The tax-commiasioner tells us that ‘‘the present law is a vast inprove- 
ment on the previous one. ... A town with a low assessment valua- 
tion and a high tax rate is put on the same basis as the town with a high 
assessment valuation and a low tax rate. ... An incentive for 
economy is offered to the towms. Report of the Tax Commissioners of 
Connecticut for Biennial Period, 1919 and 1920, 1920, p. 39. 
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separation of state and local revenue does not necessarily imply 
either complete local option or any specific method of apportion- 
ment. They do not stand or fall together. 

The second possible objection to the scheme of separation 
is the lack of elasticity in state revenues. Whatever are the 
drawbacks of tlu^ general property tax for state purposes, it 
is undeniable that th(‘ system is a highly elastic one. When 
the state needs more revenue, it simply increases the tax rate; 
when it n(‘eds less r(‘venue, it diminishes the tax rate. By aban- 
doning th(' geiKTal property tax for state jairposes, we therefore 
lose this elastic (‘Uanent in tlie system. 

There a.r(\, iK)we\x'r, three ways of reintroducing the elas- 
ticity which will he lost. In the first place, the elasticity lost 
by the abandonment of the general property tax for state 
purposes might ])e regained by introdu(*ing a varying rate in 
one of the other taxes. There is no necessary reason why the 
tax rate should always be the same from year to year. In the 
case of taxes on l)usuiess or on corporations, indeed, it would 
be highly inadvisal)le to alter the rates from year to year as 
tending to unsettle business. But to other forms of taxation 
this objection v-ould not apply. ^ England secures elasticity 
by varying the rate of the income tax from year to year. There 
is no reason why in the Americ^an states tlie rate on the in- 
heritance t.‘tx should not be modified from tiin(' to time so Jis 
to secure' a slightly gr(*ater or slightly smaller revenue. Tlu' 
change in tlie tax rate on inheritances cannot very well bring 
about a change in the death rate of the people whose property 
is inherited. Secondly, if the above scheme should not approve 
itself to the community, we might adopt the suggestion whicdi 
was accepted by the New York Special Tax Commission of 1907, 
namely, that the state should accumulate a surplus which it 
would hold to meet any possible deficit, and that if the surplus 
exceeded a certain figure it should be automatically returned to 
the localities for the relief of local taxation. Thirdly, how^- 
ever, and better than either of the other plans, the most ob- 
vious and simple method is to utilize as the elastic feature the 
apportionment-by-expenditure method described in the pre- 
ceding paragraphs. If any more money is needed in any one 
year, so much more can be apportioned to the counties. 

^ I am unable to share the fears of Professor Bullock in this respect, as 
expressed in the article cited above. 
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In one of these three ways elasticity could without nauch 
doubt be secur(‘d. 

The third and final objection to the separation of state and 
loc^al revenues is that the localiti('S cannot afford to relinquish 
to the stat(^ any sources of revenue which they now possess. 
It is claimed, for instance, that many of the rural counties 
which now secure a large revenue from the tax on the property 
of the transi)ortation companies wliich liappen to traverse them 
cannot afford to los(‘ this nwenue. 

W(‘ luTe come to a ])oint wliich lias Ixvn much neglected in 
the discussion of the subject; namely, an insufficient analysis 
of what is really im])lied in the separation of state and local 
n'vcaiues. 

As I (conceive it, there are really two kinds of sc'paration 
which might b(‘ teriiK'd respectivc^l}^ the segregation of source 
and th(* division of yield. Segregation of souna* iru'ans that a 
different source of revcaiue should be utilized for state pur- 
pose's freim that which is used for local purj)ose\s. It is this 
whiedi is me'ant wh(‘n we say that the state should no longer 
ele'rive its re'venue from the geaieral jireijie'rty tax. But there 
is an emtire'ly eliffere'iit method eif attaining the same result; 
naiiu'ly, liy the' exclusive state' asse'ssme'iit eif certain sources 
of re've'iiue e'enijih'd, howe've'r, with an apportionment of a part 
eif the i)roe?e‘e*els tei the leicalitie's. For instance, the inheritance 
tax emght to be' levied by the' state and neit by the locality; 
tlu'refore' the're' would be' he're a sc'gre'gation of source in the 
asse'ssrnent. Tlu're is, howeven, no reason why, afte'r the tax 
has been collecte'el, a part of the pre>e‘eH'ds should not be ap- 
portiemed to the localities, although not necessarily in accord- 
ance with the sums raised therein. As to the cor]>oration tax 
the liest ]ilan woulel ineU'eel be, as we have; leameeld to have the 
state levy an inde})en<leiit tax on the cor])oration as a whole, but 
to reserve to the localities t he U\x on the coriX)rate real estate (or 
in the case e)f railroads even only on the non-operative railroad 
property) with the further allocation to the locality, in case of 
lu^ed, of a portion of the state tax. The excise tax in New^ York 
was admirably administered by the state officials, yet one-half of 
the proceeds was returned to the localities. The division of yield 
of a tax is perfectly compatible wit h a segregation of the source 

* Supra f chap. viii. In this way the edge would be taken off the objections 
raised by Professor Bulloc^k and Professor Brindley that a revenue from cor- 
porations is needwi for lo(;al purposes. 
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of a tax. The trouble with our present system is that we attempt 
to make a local assessment of all property and then add some- 
thing for the state, thus producing all the evils of the actual 
situation. What should be done, and what is beginning to 
be done in some places, is to leave the property tax on individuals 
and if necessary the real estate tax on corporations entirely 
to the local divisions and to develop a system of taxation 
assessed in first instance by the state, but witli an apportion- 
ment among the localities of so mu(‘h of the proceeds as may be 
necessary. We must not confuse segregation of source with 
division of yield. If we establish a separate system of state 
taxes, that is, a tax levied and assessed in first instance by the 
state, and if we then find, as can easily be accomplished, that 
the revenue is more than adequate for state purposes, it will 
be a simple matter to arrange for a distribution of the overplus 
among the localities. 

As stated earlier in this paper, the difficulty is not with the 
social income i\s a whole. There is in the community an abun- 
dance of wealth which has never bee*n tap})ed. The difficulty li(\s 
in the present method of apportioning th(‘ burden. By raising 
local revenues primarily from those sources which (xist in abund- 
ance in the localities, and which are by nature local in character, 
and by retaining for state assessment those tax(‘s which have 
a wider economic basis, we can be just to all demands of both 
state and locality without iinpe^rilling the fiscal situation in 
either, and at the same time securing a freedom from all the 
difficulties that beset us at present. The se])aration of state 
and local revenues includes two distinct phas(‘s, the segregation 
of the source of revenue and the division of yield of the tax. 
The real principle is to reserve a direct taxation of property for 
the localities and to hand over to the state all the other impor- 
tant sources of revenue, dividing a part of the proceeds among 
the localities and possibly making up any part of the deficiency 
for the state through the system of apportionment by expendi- 
ture. In this way we may secure all the advantages of separation 
of state and local revenue, and yet avoid the dangers and pitfalls. 

It will be seen from the above presentation that separation 
of state and local revenue is by no means identical with what 
is sometimes called local option in taxation — a term in itself 
unfortunate for reasons that have been mentioned above. Sepa- 
ration does, indeed, involve some measure of choice by the 
localities, and that is, in fact, one of its great advantages; but 
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local option may obviously bo carried to an extreme. The lib- 
erty of taxation on the part of separate local communities must 
not be permitted to disrupt the general scheme of taxation, or 
to imperil business activities through a rivalry in the application 
of the taxing power. What has been so laboriously gained in 
state taxation through the intervention of the national authority, 
which prohibits the state taxation of interstate commerce, must 
not be lost in local taxation through the absence of state control. 
What the separation of state and local revenue seeks to accom- 
plish is, as we shall see below, to make it possible for localities 
ultimately to exemi)t i)ersonal property from local taxation. So 
far as a flexibility of local revenue may render this possible, it is 
d(*sirable to grant to the locality, at least to this (‘xtent, a lati- 
tude of exemption. But this is far from Ix'ing synonymous with 
a general demand for complete local option. That is a proposi- 
tion which deserves discussion on its own merits, and to which 
valid arguments may undoubtedly l)e opposed.^ Let us not 
endanger the attainment of the principle of separation by con- 
founding it with a far more radical system of complete local 
option. 

Another widespr(‘ad falla(‘y is the assumption that separation 
of state and local rcv(uiues is in some? way opposed to the policy 
of centralization of fiscal administration, Avhich is now proceed- 
ing apace in our American commonwealths with such admirable 
rc'sults.'*^ As a matter of fact, there is no opposition at all 
between thc^se programs. The separation of state and local 
rc'venues means practically that the central or state government 
should be given more ]:)owers in the original assessment of certain 
taxes. Under the primitive system, still in force in most of our 
states, all the taxes are assessed locally, with no supervision or 
interference on the part of the state authorities, save through 

^ Cf. the artich* by Professor Bullock, ‘T^ocal Option in Taxation/' in the 
Proceedings of the Fifth Conference of the National Tax Assodalion^ 1912, p. 
271 et seq. Professor Bullock concedes that there is no necessary connec- 
tion between local oi)tion and separation of state and local revenues. 

2 Neither Professor Adams nor Profeasor Bullock can be declared free 
from a share in this error, if we are to judge from the articles mentioned 
above on page 357, note 1. The same may be said of Professor Brindley, 
“The Problem of Tax Reform in Iowa," in Addresses and Proceedings of the 
Fourth Conference of the National Tax Association, 1911; pp. 155-156. Yet 
in the same breath while opposing segregation Professcjr Brindley advocates 
“the local taxation of local business and local property and the state taxa- 
tion of business and property which is non-local in character" ! 
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the ineffectual device of the state boards of equalization. Undel 
the more modern system, first one and then another source of 
revenue is taken over by the state fj;overnment Jiiid administ(‘red 
directly by it, instead of by the locality. This is the case with 
the railroad taxes in most of our states, with the corporation 
taxes in general in many of our states, and with the liquor li- 
censes in some of our stab's. The siime is true of the newer 
taxes the assessment of which has never been in the hands of 
th(* local authorities at all, like the inheritance tax and the 
New York stock exchange tax. In all tlu'se case's s('})aration of 
state and local reve'nues means centralization of administration. 
The one goes hand in hand with the other. 

So far as tlu' general property tax, or ('V('n the tax on n'al 
estate, is concerned, it is undoubtedly true that considerable 
progress has been made in those states which have succe('ded in 
securing an effective state control over lo(‘al assessments. But 
the inherent defects of the gc'neral i)ro])erty tax as th(' chief 
source of public* revenue are such that no comph'te cure can be 
hoped for through men' c(*ntralization of administration. Evc'n 
were this not true, howevc'r, the n'legation of the gc'iu'ral })rop- 
erty tax to the local divisions would not in any way conflict with 
the principle of effective' cc'utral control ovc'r local assessments.^ 
Separation of source is one thing; (‘ontrol of administration 
is quite another thing. The warmc'st advocates of a more.' 
efficient administration through centralization are not in any 
way precluded from lending their support to the i)olicy of sepa- 
ration. Let us not confuse things so essentially disparate. 

IV. The Hi, story of Separation 

We come finally to the histor}" of the separation of state and 
local revenues. 

The separation of state and local revenues in the sc'iise of a 
provision for independent state taxes was recommended as early 
as 1879 by the state assessors of New York. The recommenda- 
tion was worked out by the tax commission of 1881, created for 
that purpose, and was renewed by the comptroller in 1886, 
in a special report on salaries, taxation and revenue. The sug- 
gestion was further elaborated by the revenue coimnission of 

* In New Jersey, for instance, these two things have gone hand in hand. 
See J. M. Mathews, “Tax Administration in New Jersey, “ in The Journal 
of Political Economy^ vol. 20 (1912), p. 736. 
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Illinois in 188G and by the Maryland tax commission in 1888. 
From that time on, however, we find comparatively little atten- 
tion paid to the proj('Ct, until the present writer took the matter 
up during the next decade. With the new century the discus- 
sion became more active.* 

In practice, moreover, some progress is to be noted. In many 
stat(‘s a beginning ]}ad Ix^en made by securing for state purposes 
a sup])l(‘in('ntary r('venue ov(t and above that from the general 
])r()})('rty tax. But this j)artial achi(‘vement secured few of the 
advantages of r(‘al sej)arati()n exca^pt possibly that of a moderate 
reduction in the tax rat(‘. In a few slates, as in West Virginia, 
during tlie past few years, more })rogress has been made l)y 
cutting down the state tax on general property to a minimum, 
and thus achieving what tiie tax-commissioner calls a ^‘practical 
Hialization of separation.’’ Again, in a few of the smaller eastern 
states, like New Jersey, Connecticut and Delaware, where the 
commonwealth expens(\s were relatively slight, it w\as found 
practicable to defray tliem almost entirely from taxes on corpo- 
rations. In New Jersey, however, the school taxes are dis- 
tri])uted by the state, 90% going back to the county where 
they are raised, 10% going to the state schools and to the poorer 
counties. MoreovcT, the railroad tax revenue so far as it is not 
reserved to the state is distributed ac(*ording to county valua- 
tions. The (Jii(^f example of separation has now for many 
d(‘cades been Pennsylvania, where the system, however, devel- 
oped so gradually as never to attract much attention. In 
Pennsylvania real (‘stat(‘ is not taxed at all for state purposes, 
nor is personal property, whether of individuals or of corpora- 
tions t:xxed for local purposes. The state revenue is independent 
of the local revenue. Apart from Pennsylvania, New York was 
until recently the leading example of separation of state and 
local revenues, although from th(^ local point of view the separa- 
tion wiis not complete because corporations were, and still are, 
subject to the general property lax for local purposes. So far, 
howawer, as the chief point is concerned, namely, the abandon- 
ment of the general property tax for state purposes, N(‘w York 
»for a time, in practice reached the separation of state and local 
revenues. 

The creation of an additional and independent source of state 

^ Cf. D. C. Westenhaver, of Martinsburg, W. Va., The Separation of 
State and Local Revennes. A paper read at the National Conference on Taxa<- 
tiorij held in Buffalo, May, 1901 ; and separately published. 
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revenue over and above that from the general property tax 
began in New York over a quarter of a century ago, but it was 
not until the early nineties that the author was fortunate enough 
in impressing upon the authorities the importance of a system 
of more complete separation. Elver since that time the process 
went slowly forward, until in 1906 the final step was taken and 
provision was made for securing the entire state revenue — be- 
tween thirty and forty millions of dollars — from other sources 
than the general property tax. The separation, however, w^as 
not enforced by any specific law; it w^as simply the result of an 
annual legislative decision.^ 

Had conditions remained normal, it is not unlik(‘ly that the 
practice would have receivt^d permanent k'gal sanction. A few 
years, however, after separation had been introduced, there 
came an extraordinary and prodigious increase in the state debt 
which for some years had stood at a little uiid(T ten million dol- 
lars. The contemplated improvement of the EYie canal called for 
an outlay of over a hundnal million dollars, and the new scheme 
of improved state highways, with contributions to the towns 
and counties, was made possible' by an additional loan of fifty 
millions. It was this fact and not any extravagance in general 
expenditures, as has sometimes been claimed, that was respon- 
sible for the inadequacy of the customary re'vemies. For tlu^ 
ordinary revenues, exclusive of any direct tax, just about k(^pt 
pace with the expenditures exclusive of those connected with 
the new canal and improved highway funds.‘^ The interest 
and amortization charge's on this new and huge debt had now to 
be met out of the annual appropriations, and the sudden increase 


' The separation was never technically complete. Even from 1906 to 
1911 an insignificant direct tax on property was levied to meet the expenses 
of the court stenographers. This tax varied from $218, 0(K) in 1906 to 
$228,000 in 1911. It was and is, however, levied by judicial districts and 
the rate depends entirely upon the amount needed by that district. Ex- 
cept for the fact that the boundaries of these districts are not coterminous 
with county boundaries, the tax is the equivalent of a county tax. In 
most states, in fact, these expenses are paid by counties. 

2 This is clear from the following table: 


Receipts from otheb 

THAN THE SO-CALLED 

Direct Tax 


ExPENDITtTRBS, EXCLUSIVU 
OF THE Canal and Hioh- 

WAY FdNDS 


1905 $23,813,959 

1911 34,401,611 


$24,511,947 

34,129,638 


Cf. Anniud Report of the Comptroller of the State of New York, Albany, 1912, 
pp. 96 and 100. 



THE SEPARATION OF STATE AND LOCAL REVENUES 371 


of expenditure disarranged the whole fiscal scheme. This event- 
uality had been fores(?en by the Special Tax Commission of 1907, 
of which the author was a member, and a plea had then been 
made for the provision for sonn? elasticity in the budget. The 
plea, however, was unheeded because the danger seemed to be 
remote and because there still was a substantial surplus in the 
treasury. Whcm, now, in 1911 the legislature was confronted 
by this fiscal em(?rgency of largely increased expenditures for 
debt service, without any additional revenues to meet them, the 
simplest way out of the difficulty seemed to be a return to the 
so-called direct tax, based on the old apportionment according 
to assessed valuations of property. Accordingly in 1911, after 
the lapse of five years, the old system was again put into force, 
and a direct property tax of over six millions was imposed, in- 
creased in 1912 to meet the increased sinking fund requirements 
to over ten millions. In the same way, the lack of any provision 
for elasticity led Connecticut, which had abandoned the direct 
property tax for state purposes in 1890, to reintroduce it, al- 
though at a low rate, in 1911. The responsible factor, however, 
in Connecticut was not so much the appearance of a sudden 
emergency £us the disinclination of the important interests 
affected to accede to any increase of the specific taxes. 

On the other hand, what had for the time been accomplished 
by custom in New York and Connecticut was brought about by 
law in California in 1910-11. California had long suffered from 
the evils of the old system and had become restive. Largely un- 
der the inspiration of Professor Plehn, of the University of Cali- 
fornia, the state tax commission recommended the adoption of 
the policy of separation in its reports of 1905 and 1906. After 
an unsuccessful attempt in 1908, the plan was finally authorized 
by constitutional amendment in 1910 and put into force by 
the statute of 1911. According to the new ('alifornia system 
the state now taxi's all corporate franchises,^ all banks (except on 
their real estate), and all so-called public utilities such as railroad, 
express, telegraph, telephone, gas and electric companies, the 
property of which used for operative purposes is withdrawn from 
local taxation. These new taxes, together with the inheritance 
tax and the poll tax were designed to meet all the state expenses 
and to render possible the abolition of the state general prop- 
erty tax. This result was actually accomplished in 1911 amid 
general satisfaction on the part of the localities as well as of the 
^ As to the meaning of “franchises^' see supra, p. 226« 
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state government.^ It is hop(‘d that this will continue to be 
the case in the future. Whether this ho})e will be realized re- 
mains to be seen. Judging, however, from the expcTience of 
New York and Connecticut, iherc is grave danger that, unless 
tlie system is rounded out by soriu^ method designed to secure 
elasticity, separation will not have been permanently acdiievt'd. 
At all events, tlu' example of California is important as indicat- 
ing the trend of public opinion in the United States. 

V. The Outcome 

There remains a word to be said about the ultimate outcome 
of the process of wliich the separation of state and local revenue 
is only the first step. To discuss this as it deserves to be 
discussed would ne(‘d a separate^ chapter. All that I shall here 
attempt is to give a faint indi(*alion of the probabk' develop- 
ITK'Ut. 

In a primitive democratic community, the simplest way to 
rviivh the taxal)le ability of the individual is, as we hav(' scaai,- 
through his property. Th(‘ general property tax is a satisfactory 
index of relative taxable faculty because the ])roperty is homoge- 
neous. To tax the individual and to tax iho property of the 
individual is virtually the same thing. But in modern tim(\s 
property is no longer homogeneous. With the develo])ment 
of commerce and industry on a vast scale, projxaiy splits up 
into all sorts of forms and the old homogeiH'ity disappears. 
It becomes practical!}^ impossible to reach all forms of property 
equally. But as soon as it becomes in practicf‘, as is th(‘ case 
everywhere, an uneven tax, ihc social consequenc(»s of taxation 
make themselves felt. The taxation of ciTtain kinds of projv 
erty is no longer the taxation of the incKvidual who owns the 
property. He may pay the tax, but he no longer bears the tax. 
The vast economic forces which aff(‘ct the ])roperty relations of 
class to class make themselves felt. Some taxi^s are shifted 
onward to other classes, and are, perhaps, ultimatiily diffused 
throughout the community. Som(‘ taxes are shifted backward 
to the original own(T and through the process of ca])italization 
are discounted by the new purchaser of the property. Thus, 
while some taxes remain on the owner, others finally disappear 

^ Cf. the Special Report on Taxation showing the first Effects of Separation 
on State, County and Municipal Revenue and Taxation, Sacramento, 1911. 

2 Supra, chap. ii. 
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entirely as a burden through a process of diffusion or absorp- 
tion. A tax on mortgages, as is now well understood, does not 
remain on the lender of the money, but is shifted to the borrower, 
and where the borrower is a building operator, it affects the 
dwellings and ultimately the rentals with various incidental 
consequences all the way along. A tax on city lands is not 
borne by the man who has purchased the land after the tax is 
imposed, because he makes allowance for the tax in the purchase 
pric^e of the land. Tiu^ same is true of the purchaser of cor- 
porat(^ or government bonds. A tax on the stock-in-trade of 
a nuTchant or factory-owner, if predictable and applied to all 
the membcTs of a (*lass, results in an in(‘reased price of that 
commodity to th(‘ consumer. No constitutional provision can 
b(‘ of avail against the overpowering force of economic pres- 
sure. We may, like Cnut, order the waves to recede, but they 
will not recede. The constitutional provision in most of our 
state's, that all property should be taxed alike, has outlived 
its usefulness. W(‘ cannot tax all property alike, because it is 
humanly impossible under modern conditions to reach all 
property alike; and if we do reach all property alike, the 
modt'rn social (effects of taxation are such that we should not 
be putting an equal burden upon the property owmers because 
we should then be hitting the wrong man. Until we rec- 
ognize th(i bict that under modern conditions to tax the prop- 
('rty is not, in many cases, to reach the owner of the property, 
no solution of the* problem can be attained. 

The separation of state and local revenue is, therefore, of 
importance because it will allow every community to ap- 
proach th(; probh'm in an unl)iased way, and will enable it 
to select those classes of property which could profitably be 
relinquished. It means practically that those communities 
which choose to al)andon the personal methods of taxation 
and to substitute an impersonal taxation may be permitted to 
do so. 

From this point of view it is therefore quite correct to say 
that the importance of separation lies, so far as local commu- 
*niti(is are concerned, in the freedom of exemption rather than 
in the freedom of taxation. The paramount problem of Ameri- 
can publics finance at present is the taxation of personal prop- 
erty, and all careful thinkers are agreed that personalty cannot 
be successfully reached by the localities. Whatever the future 
may have in store as to the possibility of reaching personalty 
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through exclusive state taxes or by substitutes for the per- 
sonal property tax or by federal taxes, tlie line of least resist- 
ance in the effort to get rid of the obnoxious tax on personalty 
is through the freedom that may be granted to certain local- 
iti('s to make experiments in this direction. The mere fact 
that freedom of exemption may go farther than this and possibly 
lead to the exemption of improvements as well, or the so-(;alled 
local single tax, ought not to terrify us. As we have seen else- 
where ^ the exemption of improvements in local taxation is on 
the whole undesirable. But that is after all a matter of rela- 
tively minor importance compared with the iniquity of the 
present methods of the general property tax. The extent to 
which exemption ought to go, moreover, may well be rc'gulatc'd 
by state law, and thus the dangers of complete local option 
be avoided.^ But there is surel}^ no reason why certain local- 
ities should not, if they so choose, experiment with the exemp- 
tion of personal property. Where the gcmeral property tax 
is utilized only for local purposes, it will be far easier to ac- 
complish the result than where it is used also for state revenues. 
This conclusion is confirmed by the history of the reform in 
England. Had the local rates also been utilized for general 
state purposes it is not likely that personal property would 
have been so readily exempted in 1840. Separation of state 
and local revenue would put us in the position which has been 
attained by England for almost three-quarters of a century. 

But if the separation of state and local revenues should lead 
to the local exemption of personal property, two questions 
that will naturally present themselves are: first, how will 
great wealth be made to bear its share; and second, how is 
the burden on the farmer to be lightc^ned. 

As to the first point, it may perhaps be queried whether a 
better way of reaching great wealth is not by curtailing the 
special privileges which so often make great wealth possible. 
Without, however, developing this point here, it may be affirmed 
that if we desire to reach the results rather than the sources 
of great wealth, a method stands ready at hand. By developing 
the inheritance tax we shall accomplish the advantages of a 
personal taxation without its drawbacks. Moreover the devel- 

^ Swpra, pp. 93-95. 

^ So in Germany, under the laws of 189.3-5 the local communities have a 
rather wide latitude, within broad lines laid down by state law, as to the 
choice of local revenues. C/. in/ra, p. xvii, sec. iv. 
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opment of an income tax assessed by state officials according 
to a general scheme might be expected to work more success- 
.fully than the discredited personal property tax, administered 
by local officials. With the corporation tax, the inheritance 
tax and the income tax we shall go far toward reaching the 
main elements of modern fortunes. The difficulties here, 
indeed, arising from the conflicts of state jurisdiction are great, 
but not insuperable. They will be overcome either by the 
development of a syste^rn of interstate comity, or perhaps by a 
further application of the principle of division of yield, whereby 
the taxes will be assessed in first instance on a uniform basis 
by the federal government and then apportioned according to 
constitutional methods among the states.^ 

The second problf'rn is that of the farmer. If the local tax 
is primarily on rc^al estate, and if, as frequently happens, the 
conditions of production are such that the farmer is unable to 
shift, the burden of th(‘ tax to the; consumer, what can be done? 
Here a double avenue of escape is open. In the first place, 
many of the expenditures of local communities ought to be 
defrayed by the state government. Even now, in sc'veral of our 
commonwealths, state roads are Ixdng constructed throughout 
the local divisions because transportation is ])eing recognized 
as affecting the interests of the whole state. But if certain 
roads ought to be statx^ roads, and constructed at state expense, 
why should not certain schools be state schools and conducted 
at state expense? Education, like transi)ortation, is more than 
a merely local niatt('r. 

In the second place, while the expenditure side may be cut 
down in this way, tlu^ revemn^ side may be augmented by an 
application of the principle of the division of yield whereby 
the overplus of certain taxes like the state ex(‘isc tax or the 
corporation tax or the inheritance tax or even the possible 
state income tax of the future is distributed among the localities. 
Thus the burden on the local real estate will be decreased rather 
than augmented. Under the present system the farmer pays 
not only his own taxes, but in large part the taxes of the rich 
men of the rest of the state. Under the new system of separa- 
tion of state and local revenue, carried to its logical conclu- 
sion, the farmer will pay less and get more; and what is true 
of the farmer is true of other classes. The tax burden will 


^ Cf, infra, chapters xii. and xxi. 
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be shifted from the individual to the economic phenomena 
themselves. 

Let us remember, in conclusion, that the real meaning of the. 
separation of revenues is the separation of state revenues from 
dependence on the local revenues. It does not mean the separa- 
tion of local revenues from dependence on state revenues. 
Practically it means that state revenues should not be derived 
from a share in the locally assessed property tax: it does not 
mean that the localities should be prevented from securing a 
share of the state-assessed corporation, inheritance, income or 
other taxes. Separation of revenues is one thing; division of 
yield is another. The objective of separation is the liberation 
of the state from dependence on the vagaries and inefficiencies 
of local assessment of property. 

The problems of taxation in the United States are becoming 
every year more complex. In order to solve them we must 
keep in mind the ultimate goal, and be prepared to take the 
first step. The ultimate goal is the accommodation of fiscal 
methods to our changed economic conditions. One of the 
first steps, at least, is the separation of state and local revenues.' 

' The chief conclusions of this chapter arc now confirmed in Mabel 
Newcomer’s comprehensive study of this topic referred to mpra, p. ;j57. 
Her investigation closes in the following words: “In the states when it has 
been introduced thus far it has been a mark of progress.’’ 
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THE RELATIONS OF STATE AND FEDERAL FINANCE^ 

The oxistc'nce of several concurrent or overlapping tax juris- 
dictions has always been a source of more or less difficubyL It 
is (‘spcHually, however, in federal states that the problem as- 
sumes its most a(‘ute form, and it is primarily in recamt years 
that the complictations have been vastly increased by the new 
d(‘velopments of economic life. The problem is not peculiar 
to the United States, for the relations of loeal and imperial 
finance have long agitated the minds and taxed th(‘ abilitic^s of 
British statesmen; while in federal states like Germany, Swit- 
Z(Tland, C'anada and Australia we have, as in the United 
States, the three-fold complications of local, state and federal 
fiscal adjustments. The problems are, with slight variations, 
everywlu‘re analogous. 

In the United States it is only of late that the difficulties 
have presented themselves in full force. Local expenditures 
were at first of slight importance; state revenues were derived 
from tacking on an addition to the well-nigh sole source of 
local revenue — tlie general property tax; federal revenues 
were by constitutional arrangement and well-settled custom, 
restricted as a rule to import duties and to a few categories of 
internal-revenue taxation. 

Of late years, however, a three-fold change has occurred. In 
tlie first place, the growing inadequacy of state and local rev- 
enues lias l(‘d to the selection of new sources of income, some 
of which were also occasionally utilized by the federal govern- 
ment. Secondly, the vast economic changes, which have broken 
down state lines and made industry national, have disclosed to a 
great degree the inherent weaknesses of certain forms of state 
taxation, and have led to the demand for some method of na- 
tional supervision or regulation in order to secure uniformity. 
In the third place, the well-nigh complete failure of the general 

' This chapter was originally published in the Addresses mid Proceedings 
of the Third Conference of the International Tax Association, Columbus, 1910. 
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property tax in state and loeal finance and the growing belief 
that large fortunes ar(' evading their share of the public burdens 
have engendered a widespread demand for soring more effect- 
ive method of nvaching the wealthier classes of the community. 
These three causes have conspired to bring the subject of the 
relations of state and federal finance to a focus, so that it is 
now in the forefront of popular interest. 

It behooves us, therefore, to give ('areful attention to this 
topic, and to endeavor to ascertain whether there do not exist 
some underlying principles of widespread application which 
may serve as a guide to the legislator and the administrator. 

Looking at the subject in its larg(‘st aspect, it may be stated 
that there are at least three gcmeral considerations which must 
be borne in mind, in t he attem})t to make a permanent choice of 
revenues for each of the competing tax jurisdictions. These arc 
respectively the considerations of efficiency, of suitability and of 
adequacy. Let us take these up in turn. 

I. The Principles of Efficiency and Suitability 

The problem of efficiency in taxation is naturally of vital im- 
portance. No matter how well-intent ionta I a scluane may be, 
or how completely it may harmonize with the abstract principles 
of justice, if the tax does not work administratively, it is doomed 
to failure. It is clear that the effectiveness of different taxes 
depends upon the nature of the tax, as w(‘ll as upon the character 
of the administration. A tax on land, for instance, is apt to be 
best administered by local authorities; for it is, after all, the 
local assessors who may be presumed to ])ossess the most exact 
knowledge of the local conditions upon which the value of the 
land depends. State supervision may, indeed, be desirable for 
certain purposes, but into that cjuestion we do not propose here 
to enter. In the main, a locally administered land tax will be 
relatively efficient. 

Other taxes are less obviously local in character or are less 
well fitted for local assessment because of administrative diffi- 
culties. A good exampk', for instance, is to be found in the 
liquor-license tax known in New York as the Excise Tax. When 
the assessment of the tax was transferred a few years ago from 
local to state officials, the effectiveness of the administration 
was so enhanced as vastly to increase the revenue. The ad- 
ministration was removed from local politics, but was not 
plunged into state politics. Centralization of administration 
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here, as in many other domains of political life, has been found 
to approve itself to the popular mind. 

Just as the state administered revenues have been found in 
some cases to be superior to locally administered revenues, it 
may be expected that federally administered n^vcmues will in 
some cases be sup('rior to state administ(^red rc'venues. For 
not only is the f(‘d(Tal administration in some respects superior 
in efficiency to that of th(‘ Rtat(‘, but tla^ very character of the 
tax may rendcT effective suf>ervision far easier in the one case 
than in the other. Th(‘ administration of the income tax, for 
instance, would undoubtedly be far more effective in the hands 
of the federal government than in those of the state government 
because of the difficulty, as we shall see, of localizing and ade- 
quately controlling incomes. Other instances of this distinction 
between administrative efficiency and inefficiency might readily 
be multiplied. 

The secuuid consideration is that of suitability. Are there 
any sources of r(‘venue which are naturally inort^ suitable for 
utilization by one tax jurisdiction rather than another? This 
is reall}^ a problem as to the basis of taxation. Is the ))asis of a 
given tax wide or narrow? Obviously, in proportion as the basis 
of a tax is more and more exbuided, the argument in favor of its 
utilization by Ihe ])roader tax jurisdiction becomes correspond- 
ingly strong. Thus, one of the princij)al reasons, in addition to 
that previously mentioned, why the tax on real estate is not 
employed by the (central government, is because the basis is so 
narrow a one. It is chietiy because the tax on real estate is 
unsuitable for the general revenue system that it is everywhere 
becoming more and more relegated to the lo(‘al jurisdictions. 
This tendency is universal throughout the civilized world, and 
the seeming counter tendencies which are illustrated by some 
of the proposals in the nt'w British budget could easily be 
explained away for entirely different reasons. So far as the re- 
lations between state and federal finance, at all events, are con- 
cerned, there is no doubt that a tax on real estate is obviously 
unfitted for the federal government. We in the United States 
have had but three instances of such a tax, of an entirely 
ephemeral nature, and in the main so unsuccessful that its 
repetition is exceedingly doubtful. 

Wliile real estate, with its narrow basis, stands at one extreme 
of the scale, we find at the other extreme, with a very wide basis, 
articles of general consumption. The widest possible basis is 
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afforded by commodities of so-called mass consumption, like 
tobacco and spirituous beverages; and we accordingly find that 
in the United States, as everywhere else, taxes on these com- 
modities are reserved for tiie use of the broadest tax jurisdiction. 
Almost wit hout exception the American states have voluntarily 
refrained from utilizing this source of revenue because of th(i 
obvious unsuitablene?ss of taxes on consumption for state i)iir- 
poses. The same is true to a still greater extent of customs 
duties, which are almost everywhere kept for national or fed(Tal 
use. So strongly were these conditions of suitability present 
in the minds of our forefathers, that the American Constitution 
not only expressly reserves the employment of import duti('s to 
the federal government, but provides in effect that the indirect 
taxes should be uniform throughout the country. It is (‘lear that 
this desirable uniformity would be (xmipletely lost if the sepa- 
rate states were to arrogate to themselves this important source 
of revenue. 

The problem of suitability, however, with its considerations 
of wide versus narrow basis, has become of special importance 
to us in connection with three great classes of revcauie,- -the 
corporation tax, the inheritance tax and the in(*ome tax. In 
each of these cases various reasons, as w(^ shall s(‘e, have con- 
spired to put them forward as desirable constituents of a federal 
tax system; but it is l)eyond question that one of the controlling 
factors in this demand is the proven unsuitability, from some 
essential points of view at least, of these taxes for state purposes. 
This is due, above all, to the existence of interstate complica- 
tions and to the fact that the economic basis of each of these 
three taxes is a wide one, while the state administrative ])asis is 
a narrow one. 

With reference to corporations, this statement scarcely needs 
any further proof. There are, indeed, still to be found many 
small businesses in corporate form supplying primarily local 
needs. But the striking characteristic of modern business life is 
the existence of corporations whose products are consumed 
throughout the country and whose very location, as in the case of 
the transportation companies, is interstate in character. From 
the economic point of view, interstate lines have been com- 
pletely broken down, and the attempt to elaborate a successful 
system of state taxes on corporations has been frustrated in 
large measure by the existence of these interstate complications. 
It is well known, for instance, that the national tax on cor- 
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porations of 1909 was due almost exclusively to the endeavor 
to secure an adequate and uniform administrative supervision 
of corporations. As a purely fiscal measure, the new tax is open 
to almost every conceivable objection. It is, for instance, 
repugnant to the principles of accounting, because it deducts 
taxes before arriving at taxable net earnings, a proceeding as 
little justifiable as would be a state tax on corporations which 
deducted from the taxable basis the loc^ally assessable taxes, 
or vice versa. It is repugnant to the principles of justice in 
taxation in that it provides for the deduction of sums payable 
as interest on bonded indebtedness. This practically means 
that the tax is a tax only on the stockholder and not on the 
bondholder. Why the man who invests $10,000 in railroad 
stock should pay taxes, and another, who invests $10,000 in 
])onds, should go scot-free, has never yet been shown. The old 
argument that the bond represents indebtedness, while the sto(*k 
represents property, is, as we know,^ of little economic weight. 
It, is a legal and not an economic consideration. If the real in- 
t(‘nt of the tax was to reach the people who owned the property, 
there would be no justification in taxing only the class of 
property owners known as stockholders. 

Finally, thirdly, even if the intent is to reach only the stock- 
liohU^rs, the corporation tax is re])Ugnant to sound principles of 
finance. For, as is familiar to all st.udents, a special tax on a 
X)articular class of (capital invested in corporations will h^ad to a 
so-called amortization of the tax; that is, the market value of 
the corporate shares will fall by an amount eciuivaleiit to the 
capitalized value of the tax, so that the future purchaser of cor- 
})orate shares will have bought them free of the tax, dis(‘ounting 
future taxes in the lower purchase price of the security. Thus 
the burden of the corporation tax will be borne by present stock- 
holders, leaving future stockholders free. 

From all these points, of view, therefore, the federal corpora- 
tion tax might be declared to be violative of sound economic and 
fiscal principles. Neverthele.ss, all these objections are beside 
the mark, because the real intent of the tax is not fiscal, but 
social or regulative. It was because of the failure of the states 
adequately to regulate interstate corporations that this tax was 
devised. As a revenue producer, or even as a fiscal measure, it 
must be pronounced inadequate; but as a regulative measure 
it is pregnant of the most far-reaching, beneficial results. 

1 Supraf pp. 106-107. 
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Whether a satisfactory scheme of regulating large corporations 
can be attained through a j)urely fiscal measure may well be 
doubted. But since taxation (*an be, and often has been, utilized 
for so(*ial and regulative purposes, it may be expected that the 
regulative side of the corporation tax will serve as an entering- 
wedge to a more effective system. Thus the national cor- 
poration tax is a natural, and in principle on the whole a not 
undesirable, consequence of existing interstate complications. 

In the same way the demand for a federal inheritance tax is 
in large measure the result of interstate conflicts of tax juris- 
diction. Anyone who has taken the trouble to follow with care 
the working of the inheritance tax in our foremost common- 
wealths will realize that, as a revenue producer, it would be far 
more successful w^ere it not subject to the difficulties of inter- 
state conflicts of tax jurisdiction. The fact that the English 
inheritance tax in 1909 yielded about twenty times as much as 
the New York inheritance tax cannot be explained simply by the 
difference in population or in the tax rate. It is in large measure 
due to the fact that the Englishman cannot evade the tax as 
can the New Yorker by transferring himself or his property to 
adjacent states, where no such tax exists. On the other hand, 
there have been in America frequent instances of double taxa- 
tion, as in the well-known cawse of the estate of a man whose 
property happens to be situated in another state being taxed 
by each state in turn. Thus the state assessment of inheritances 
means now undertaxation and now overtaxation — the net 
result being glaring inequality. From this point of view a 
federal inheritance tax would be as superior to a state inherit- 
ance tax as the latter would be to a local inheritance tax. 

The same considerations, but in an intensified form, apply to 
the income tax. If there is anything that may be considered a 
w’ell-settled induction from experience, it is that an income tax 
is more and more unsuccessful as the basis of the tax becomes 
narrower. In former times a local income tax was fairly work- 
able because incomes were chiefly local in their nature. In 
modern times, however, the income of the taxpayer, and es- 
pecially the income of the large taxpayer, has very little to do 
with the locality in which he happens to live. Nay, more, in- 
comes nowadays, through the working out of economic forces, 
have become national and international in character, and at all 
events have far transcended states lines. A man may live in one 
state and may secure his income partly from real estate holdings 
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situate in another state and partly from investments in secu- 
rities of corporations whose earnings are derived in many other 
states. It is not easy for any local or state administration 
successfully to ascertain or adequately to control such income 
of its resident citizens. And unless some alternative method of 
reaching the income at the source is devised, it will be almost 
equally difficult for a state or a local community to control 
the income earned within its borders by non-residents. While 
these difficulties are indeed not insuperable, as has been shown 
by the recent experience of several of our commonwealths, it is 
obvious that they will not be present in the same degree if the 
income tax is levied by the national government. A federal 
income tax thus possesses advantages which are not shared by a 
state income tax. 

It will be seen, therefore, that so far as concerns the ques- 
tion of suitability, resting on the existence of conflicts of tax 
jurisdiction, the arguments in favor of federal corporation, 
inheritance and income taxes are of considerable weight. It 
would, however, be rash to conclude that the argument is con- 
vincing; for there still remains the third point, adverted to 
above, without a careful consideration of which no final con- 
clusion can be reached. We come, in other words, to the 
principle of adequacy in taxation. 

II, The Principle of Adequacy 

If we look at revenue measuri‘s from the point of view of 
adequacy, it will be seen that the problem assumes a different 
form. Let us apply it first to the income tax. 

So far as considerations of revenue are concerned, it can 
scarcely be contested that the income tax is not needed for 
federal purposes.^ Federal revenues in the past have in normal 
times been derived almost entirely from customs duties and 
internal indirect taxes. There is no reason why these sources 
should not suffice for the future. Without entering here upon 
the general question of the protective tariff, it may be con- 
fidently asserted that we can continue to secure a large and 
growing revenue from import duties, whether the principle 
of protection be upheld in its integrity or not. Either a revenue 
tariff with incidental protection, or a protective tariff with 

' For a fuller treatment of this aspect of the question see Seligman, TM 
Income TaXj 1914, pp. 631-058. 
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incidental revenue can be made to yield the desired income. 
And when we consider the immense population in the United 
States, it is beyond all question that even a simple system of 
indirect taxes will suffice to raise the remainder of the needed 
revenue. The internal revenue, exclusive of the income tax, 
yielded at the close of the Civil War almost $300,000,000 a year, 
and if we take into account the prodigious increase in wealth and 
in consum})tion during the forty years that have elapsed, it 
will 1)0 apparent that the internal revenue system of the United 
States might be made to yield to-day many hundred millions 
of dollars more than it acdiially does, without even approaching 
the nimiber of taxes or the rate of taxation that existed during 
the Civil War. It seems reasonable to believe that the prospec- 
tive expenditure of the United States may be readily supplied 
by import duties, together with a few internal revenue taxes. ^ 

A national income tax, therefore, is not needed for revenue. 
The argument in its favor, however, is none the less strong. 
If not indeed for revenue, it is needed for justice. This is due 
to the complete breakdown of the general property tax in state 
and local finance. Under the existing state and local systems 
there is no doubt that we are unable to reach the possessors of 
large fortunes. The wealthy man stands from under, chiefly 
because the loop-holes in the general property tax have become 
so numerous that any adroit individual can avail himself of 
them. A federal income tax is justifiable on the score of equity 
under prevalent American conditions. 

I would here, however, sound a note of waming. It must 
not be imagined that a federal income tax would at once work 
well. The experience of Germany and even of England must 
not lead us astray. We have neither the administrative ma- 
chinery of Prussia nor the methods of doing business which 
are found in Great Britain. The lump-sum income tax of 
Prussia would be difficult in this country; the scheduled in- 
come tax of Great Britain would meet with almost as many 
difficulties here. It has taken England half a century to work 
out the problem of its income tax and to make it fairly suc- 
cessful; it would take us, perhaps, almost as long to make 
even a federal income tax a complete administrative success. 

^ Note to 9th edition. It must be remembered that this passage was 
written before the Great War. The change in the present situation is 
discussed in a subsequent chapter. 
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Thus those who hope for a fiscal or a social panacea in the federal 
income tax will probably be much disappointed. Moreover, 
if introduced into this country, it must be framed with the 
most extreme care and on lines far different from the measures 
of 1862 and 1894. 

One final advantage of the federal income tax which must 
not b(' overlooked is that it would render far easier the struggle 
that is going on in our various states to amend or to abolish the 
ini(}uitous p(Tsonal property tax. The taxation of intangible 
jxa-sonalty has become a byword and a re})roach to our American 
public life. All efforts to reform the system of the g(*neral 
})ro})erty tax hav(‘ thus far shattered against the rock of po])ular 
convic.tion that such wealth as consists of pc^rsonal prop('rty 
ought not to be allowed to escape. If, now, we were to have a 
federal income tax, howevc^r unsuccessful it might be at first, 
it would take the wind out of the vsails of these objectors; and 
the would-be reformers of the system of local and state taxation 
would no longer l)e nuA by the contention that i)ersonal property 
must be listed for taxation. For personal property w’ould then 
be reached through the federal income tax. It is significant that 
in England pc^rsonal property was entirely exemj^ted from all 
local taxation in tlui v(Ty same dc^cade that the existing national 
income tax was imposed. 

Our conclusion would then be that, so far as the income tax 
is concerned, even though it be not needed for purposes of 
revenue, it is nevertheless a desirable adjunct to our scheme of 
federal taxation. It goes, of course, without saying, that, even 
apart from this question, the projected constitutional move- 
m(‘nt, legalizing the income tax, ought to prevail. For even if 
the iiK^ome tax were not to constitute a part of our normal reve- 
nue system, it would be de])lorable in the extreme if a mighty 
empire like the United States were unable to use this potent 
engine of revenue in time of need. 

When, however, we come to consider the inheritance tax and 
the corporation tax, we find that the argument from the principle 
of adequacy is somewdiat different. The income tax is not 
at present needed for state or local revenues, but the situation 
may before long become the same as in the case of the inherit- 
ance tax and the corporation tax. Every one who is familiar 
with the recent developments of tax reform in the American 
states knows that the tendency is clear. There is a movement 
toward the separation of state and local revenues, with a reserva- 
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tion of the real estate tax to the localities. On the reasons for 
this world-wide movement it is not necessary or prope^r here 
to enter/ but it is pertinent to call attention to the fact that the 
general property tax is coming more and more to be restricted 
to the localities, and that the state governments have in conse- 
quence been compelled to reach out for new and independent 
sources of revenue. These new sources of revenue have consisted 
primarily of the corporation tax and the inheritance tax, supple- 
mented in a few cases like New York by some other forms of 
taxation. In some states this process has been entirely com- 
pleted, and the general property tax is no longer employed for 
state purposes, to the great advantage of all concerned. If, now, 
the federal government would seize upon either, or, still worse, 
both the inheritance tax and corporation tax, this entire salutary 
movement w^ould have to be reversed. The assumption by the 
federal government of what it does not need for fiscal purposes 
and of what is seriously needed by the state government would 
be a calamity of the first magnitude — a calamity the full signif- 
icance of which can only be api)reciat(‘d l)y those who, during 
the past few decades, have patiently watched and labored to 
help in bringing about the beginning of the great reform which 
is now apparent. The abandonment by the statics of reliance 
on the aid afforded by the corporation tax and the inheritance 
tax is something that cannot be contemplated for a moment. 

On the other hand, as we have seen, both the inheritance tax 
and the corporation tax, like the income tax, are really more 
fitted for federal administration. How, then, are we to escape 
these two horns of the dilemma? According to the principle 
of suitability, the inheritiuice, the corporation and the income 
taxes should be federal taxes; according to the principle of ade- 
quacy, the first two should be in whole and the third perhaps in 
in part state taxes. 

III. The Apportionment of Federal Revenues 

It is permissible, however, to suggest a method which will 
prevent us from being impaled on either of the two horns of the 
dilemma, and which may extricate us from the diflSculty. Why 
is it not possible to secure all the ends of suitability by having 
the taxes administered by the federal government under general 
federal laws, and why is it not possible to secure all the ends 


1 Cf. supra, chap. xi. 
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of adequacy by having the proceeds apportioned in whole or in 
part to the various states? This is my solution of the difficulty : 
let the federal government assess the taxes, and let the state 
governments profit by the taxes. 

This is by no means so new or revolutionary a suggestion as 
it may appear. It is found in some form or other in many coun- 
tries, and in not a few of the American commonwealths. In 
England, for instance, the inheritance tax is assessed by the 
central government, but a part of the proceeds is allotted to the 
local government. The same is true of some other taxes in 
England. In Germany the proce(^ds of certain indirect taxes are 
divided between the federal and the state governments, and one 
of the important features in the budgetar}^ scheme of Chancellor 
von Billow was to have a federally administered inheritance 
tax, a part of the proceeds to go to the state. ^ In Canada it is 
well laiown that a large part of the provincial revenues is derived 
from the proceeds of taxes that are levied by the federal govern- 
ment. Other instances might readily be multiplied. In the 
United States also many of our separate commonwealths raise 
revenues which are apportioned to the local administrations. 
Even the federal government, as in the one famous instance 
of the distribution of the surplus in 1836, apportioned to the 
states the proc’ceds of federally assessed taxes. The question 
of the constitutionality of the scheme here suggested may be left 
to the lawyers. My own opinion, expressed with all due diffidence, 
is that a constitutional method can be devised. But my addi- 
tional opinion, expressed without any diffidence, is that, if consti- 
tutional methods cannot be devised, the sooner a constitutional 
amendment is procured the better it will be. I can see no other 
avenue of escape from the difficulties that are looming up on all 
sides. 

It may, indeed, be claimed that the difficulties connected with 
the conflicts of state jurisdiction can be overcome in another 
way, — ^namely, by interstate agreements based on considerations 
of interstate comity, whereby each state will obligate itself to 
refrain from levying more than its equitable and proper share 
of the tax. While this consummation would be exceedingly 
desirable, it may well be doubted whether it is at all feasible. 
American experience has, unfortunately, driven home the lesson 
that the separate commonwealths cannot be depended upon 
voluntarily to relinquish any weapons which may constitution^ 

^ This plan was realised in 1920. 
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ally be employed in the struggle of local and sectional interests 
for economic advantage. Even if the majority of the states 
could be induced to enter into such a compact, the defection 
or refusal of a few states would be sufficient to defeat the whole 
scheme. In other federal states, like Germany, e.g, it has b(‘en 
found nec(‘ssary to achieve the d('sirable uniformity by imposing 
it upon the states through national regulation. It is ck'ar, hov^- 
ever, that the American commonwealths would not brook such 
national interference, and that the accomplishment of the de- 
sired end would require a constitutional amendment which it 
would be W('ll-nigh impossible to secure. 

Moreover, (wen if such interstate uniformity could be n^acluHl 
in this way, it would at best apply only to the inheritance tax. 
It was because of its hope of effecting some such reform that 
many have expressed tlu'ir strong preference for a state inherit- 
ance tax. But even the thoroughgoing acc('ptance of the princi- 
ple of interstate comity would still fail to meet the problem in- 
volved in the corporation tax — the problem, viz.^ of reaching 
the corporate earnings derivcKl exclusively or in large measur(‘ 
from interstate business. When even the economic apportion- 
ment to each state of its proper share of revenue from such com- 
plex sources is so difficult a matter to accomplish, the problem of 
the fiscal adjustment of interstate difficulties by purely stat(' ad- 
ministrative methods may be declared to be well-nigh insolubl(‘. 

Unless therefore all the states carry out in good faith the 
principle of interstate comity as applied to the inh(»ritance tax, 
through which alone a system of state inheritance taxes can 
justify itself, we are forced back to the scheme suggested above 
as the sole practicable alternative. 

This method of federal administration and state apportion- 
ment will accomplish everything that is needed. It will conform 
to the principles of efficiency and of suitability, because the taxes 
in question can best be administered by the federal government 
and because in that way alone the gross inequalities of the pres- 
ent system can be overcome; while on the other hand the sepa- 
rate states will secure the revenue which they need, and will be 
able to continue in the path of tax reform which has been so 
auspiciously entered upon. 

Thus we reach the conclusion that, of the three great taxes 
about which the controversy has now become so acute, the in- 
come tax ought to be levied by the federal government and its 
proceeds utilized to diminish the burden of the national indirect 
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taxes, with the possibility of th(' states tacking on additions 
for their own purposes or for local needs; that the corporation 
tax should be levied as a national tax by the fedc'ral govern- 
ment, but under a clear understanding with the sc'parate 
states that th(^ proc(‘eds should be distributed, in whole or 
in greater part, to them; and that th(‘ same method should 
be applied to the inheritance tax, unk'ss tlu^ states see fit to 
adopt, in essence, the principle of int(Tstate comity. To deter- 
mine the exact methods of repartition would be comparativ(‘ly 
easy. For that would be n matter of dc'tail, not of principle. 
The important point is that some adjustmcait be reaclu'd wlu'reby 
the l(‘gitimate demands of (^quality and of uniformity may be 
com])lied with without those of efficiency and adecjuacy being 
sacrific^ed. The interests of the states must at all costs be 
safeguard(‘d, but the difficulti(‘s inherent in a state administra- 
tion of what has become national in character must be avoided. 
Tlu^ plan outlin(‘d al)ove will accom])lish this (aid. In this way 
i\T\d in this way alone can w(‘ do justice to the underlying princi- 
ples of fiscal and social rf'form. In tins way und in this way alone 
can the relations of state and fech'ral finance be put on an endur- 
ing and a completely satisfactory basis. ^ 

1 Note to 9th ed. (1921). In the' degrade ihat has elapsed since this 
chapter was orip:inally written the outstanding; facaisthe fiscal nwolution 
caused by the Clreat War. "ilic jjcneral princii)les elaboratt'd above are, 
however, still applicable to-day. For a fuller and more ipi-to-date dis- 
cussion see infray chapter xxi on ^‘The Relations of Federal, State and 
Local Revenues.’^ 
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THE IMPORTANCE OF PRECISION IN ASSESSMENTS ^ 

1. Democracy and Administration 

Ever siiK^e the days of Adam Smith, the demand for certainty 
has been one of the cardinal rules in taxation. Adam Smith 
borrowed his rule from one of the P'rench writers. The arbi- 
trariness of the PTench system of taxation in the eighteenth 
century had assumed such proportions as already to pass beyond 
belief, and it is no wonder that the would-be fiscal reformers 
raised a loud note of protest against the utter lack of certainty 
and precision in the French system. 

It was not until the French Revolution that the worst evils 
of the system were swept away; but so fresh has been the recol- 
lection of these particular evils that from that day down to the 
very present, the whole system of French taxation has been so 
framed as to secure, even at the cost of certain other advaAtages, 
the ends of certainty and precision in assessment. 

The danger of arbitrariness in assessment can be well illus- 
trated in almost any absolute government. History is replete 
with examples that may be taken from any Oriental monarchy, 
and from imperial Rome. Many instances of the most shocking 
character might easily be taken from the existing absolute gov- 
ernments of the present. But absolutism is, unfortunately, not 
the only home of arbitrariness in taxation. Strange to say, 
democracy no less than absolutism is almost equally exposed to 
this danger. The danger, indeed, assumes a slightly different 
form. In absolutism there is a lack of law and of constitutional 
restrictions; in a democracy, like that of the United States, for 
example, which is the classic home of constitutional limitations, 
the danger lurks not in the law, but in the administration of the 
law; or rather, the law, which on its face seems to provide all 

^ This chapter was originally published in the Addresses and ProceedingB 
of the Second Conference of the International Tax Conference^ Columbus, 
1909 . 
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the constitutional guarantees of fairness and equality, breaks 
down more or less completely when exposed to the test of practi- 
cal application under conditions for which it was not originally 
framed. 

It is well known that in a democracy the difficulties of govern- 
ment are primarily administrative rather than constitutional. 
(3ur constitutional problems have been, in very large part, satis- 
factorily solved; our administrative problems have scarcely been 
attacked. The weakness of democratic administration is pro- 
verbial, — and this is especially true in the case of fiscal adminis- 
tration. 

Our tax officials are almost uniformly elective officials, and it 
is a notorious fact that elective officers are but slightly immune 
from the gusts and passions of popular approval or prejudice. 
Nothing comes closer to the mod(*rn citizen than the amount 
of sacrifice which he is called upon to make in the way of con- 
tributions to the public support, and nowhere is there to be 
found a greater pressure, whether of individuals or of classes 
upon the government official than in the case of assessments for 
taxation. The abuses which in al.)soliitisms are due to the 
unchecked will of the absolute ruler are found duplicated in 
democracies, owing to the dependence of the official upon the 
electorate. 

This shortcoming of democratic administration is intensified 
by the inherent difficulties of modern economic life. In the 
complex industrial society of the present, with its delicate 
machinery and its subtle interrelations of all kinds, there is 
needed a far finer instrument of assessment than in former 
times. What is perfectly adequate for a primitive community, 
or a simple agricultural state, becomes glaringly insufficient in 
the modern industrial environment. Not only are the things 
themselves to be taxed increasingly difficult of location and 
appraisement, but the persons upon whom the assessment is 
levied become, under modem economic conditions, more and 
more elusive. And yet, just at a time when a more delicate and 
perfect machinery of assessment is required, a modern democ- 
racy contents itself with a clumsy and outlived mechanism, 
which is bound to give dissatisfaction. 

Here in the new world we suffer from an accumulation of 
evils. Not only is this the home of the greatest experiment in 
democracy that has ever been attempt(^d, but it is also fast 
becoming the home of the greatest industrial differentiation 
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and complexity of {social and economic organization. Either 
cause alone would suffice to create difficulties in tiix assessments; 
combined, tlK\y form an almost insuperable barricT to success. 
Mankind has yet to k^arn the lesson of combining, in fiscal mat- 
ter's at U'ast, the gnait })rin(‘iples of libe'rty and efficiency. It is 
given to but a few countrie^s to attain the administrative effi- 
e*iency whi(‘h is found, for instance, in the Prussian government. 
But that administrative efficiency is purchase'd at a cost of inter- 
feTence‘ with individual liberty, which would, in this country at 
lenst, l)e' considered entirely intolerable. Bureaucracy is not 
elemo(*racy. If, thered'ore, we* eliminate the bure‘aue*ratic admin- 
istration as inapplie*able ie) American conelitions, we are still 
ceinfronted by tins ejue‘stion: Which is bette'r, the attemjit to 
posit an ide*al in taxation which shall seek to realize the princijile 
of eciual justice, even though we know that the endeavor to 
re*alize this ide‘al in practice will inewitably be marred by arl)itra- 
riness in tidmiuistration; or, on the otheT hand, the readiness to 
frame a less ideal s(*heme with the knowledge that in practice 
it would be attended with greater precision and certainty of 
operation? 

Put in this way, the answer can scarcely be doubtful. What 
statesmanship is trying to accomplish is not to pose abstract 
principles, liut to a(*complish advantageous results. And while 
th(* province of the scientist is indeed in part to elucidate 
fundamental priiu'iples, the publicist who is not to remain a 
mere closet philosopher must always narrowly watch the work- 
ing out of his abstract principles amid the hard facts of daily 
life. Especially true is this of the science of finance, where 
the border line between finance and administration is scarcely 
distinguishable. An ideal principle which is administratively 
unworkable is not for an instant to be compared with a less 
elevated ideal wdiich can be actually carried out in practice. 
The (‘hief troubk^ with our American democracy in matters of 
taxation has been that the people have blindly clung to an ideal 
which has bec^ome administratively impracticable; and that 
they continue to hope against hope in expecting the impossible 
to happen. Our administrative methods are indeed slowly 
improving, but it will be a long time before that point of ad- 
ministrative excellence has been reached which will render 
possible the realization of the fiscal ideal. In the meantime, 
the disparity between the ideal and the practice is such as to 
create in our modem democracy some of the very worst evils 
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of tax assessment which are common in countries without any 
tax ideals at all. 

I do not hesitate to assert that at the present time, in the 
United States, th(i chief (jvils in public finance are to be found 
primjirily in that lack of certainty and precision which were 
so vehemently emphasized by Adam Smith a century and a 
half ago. In fact, if we take a broad view of the modern de- 
velopment of taxation, W(^ shall find that one, at ]('ast, of the 
reasons for the great ('xtension of indirect taxation throughout 
the world is to be found in the fact that herc‘, at l(‘ast, unch'r the 
improved modern systems, we are abl(‘ to attain a certainty 
and a dc^finiteness which is lacking in tlie other domains of 
public r(' venue. The j)rol)lem is on a large scale what the 
choice between ad valorem and specific* duties is on a small scale. 
From the point of vic'w of abstract justice* there is no doubt that 
ad valorem duties are in the main more equitable, and y(*t sad 
experience has taught many a modc^rn nation that there is in 
ad valorem duties such an inherent danger of arbitrariness of 
administration that they have, perforce^ taken nttige, to a very 
large extent, in a system of specific, dutic's, which is administra- 
tively workable, and which contains increased guarantees of cer- 
tainty and precision. 

II. American Conditions 

The chief examples of the evils of arbitrary assessments 
in the United States at present are found in thn‘e classes of 
taxation: the tax on real (*state, the tax on pc'rsonal property 
and the tax on corporations. Let us say a word as to each. 

In the case of real estate, the evils an* com))arativ(‘ly insig- 
nificant, owing to the fact that real estate is visible and tangible, 
and that the impediiiK'nts upon the transfer of rt*al estate* have 
been so far removed in this country as to make real estate 
almost as easily salable iis personal property. Naturally wh(*re 
sales frequently occur, the selling value becomes a matter either 
of record or of common knowledge. 

Notwithstanding this fact, experience has shown — especially 
in our larger cities — that the assessment of real estate is very 
largely arbitrary in character. In some (•as(*s the land is held 
on long leases and sal(?s are infrequent. In oth(‘r cases a. false 
purchase price is put in the deed, and in still other cases there 
are sudden changes, either up or down, in the value of the 
real es%te, due to more or less unpredictable changes in busi- 
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ness prosperity, in the opening up of new means of commimica- 
tion or in the tides of fashion. As a consequence the true value 
of real estate becomes a matter of very expert knowledge; 
and as our tax departments are notoriously unable to secure 
the services of high-paid experts, the assessment is very largely 
left in the hands of more or less incompetent underlings. The 
result has been a system of haphazard assessment, which even 
with the best intentions, and with all absence of corrupt motive, 
has meant a decided inequality as between individuals. Where, 
as frequently occurs, separate parcels within the same city or 
ward are assessed at all the way from sixty to ninety per cent 
of their real value, w^e cannot speak of precision or equality in 
assessment. 

A way out of this difficulty has been indicated b3^ the adop- 
tion, in part at least, of certain mathematical rules to guide the 
assessor. Such schemes have been applied b}^ Mr. Somers, for- 
merly of St. Paul and by the Board of Taxes and Assessments in 
New York City. Without going into the details here, it may be 
said that the system consists in appbung known, instead of un- 
known, factors to the problem, and in seeking to n^move, as far as 
possible, the arbitrary" guess of the assessor. Of course it must 
not be forgotten that the opportunity^ for the introduction of 
mathematical rules in the assessment of real estate is only a 
limited one, for at the bottom the basic values which are to be 
multiplied by this mathematical factor must largely remain a 
matter of individual judgment. In the last instance we cannot 
get away from the expert decision as to fundamental valuations; 
but to the extent that knowm are substituted for unknown 
factors, a decided improvement is possible, even in the case of 
real estate. 

It is, however, in the case of personal property that the evils 
of discretionary opinion become far more flagrant. There 
is no need to repeat here the familar story of the breakdown 
of the general property tax; of the failure to ascertain the exist- 
ence of many kinds of property, and of the shocking inequality 
of assessment, even where certain kinds of property are dis- 
covered. The adoption of mathematical rules of assessment will, 
of course, not help a whit in those cases where it is impossible to 
discover anything to be assessed. But in those instances where 
certain kinds of property are on the assessor’s books there is 
room for considerable improvement by the adoption of more 
precise and definite rules. 
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As a good example of what I mean by this statement, take 
the case of the mortgage tax. The assessment of mortgages as 
a part of the general property tax has everywhere become 
notoriously ineffective. The recent adoption of the recording 
mortgage tax, as in the state of New York, where all mortgages 
are, so to say, automatically subjected to taxation at the mo- 
ment of their creation, has brought about, among many other 
benefits, not only (iquality as between mortgages, but a decid- 
edly incr(‘ased revenue to the treasury. 

Of a character similar to this is the substitution in some of 
the Canadian cities of the so-called business tax or rentals 
tax, or the recent adoption in one of the Australian states of 
the so-called “abilitic's^’ tax, in lieu of the personal property 
tax. Th(‘ imposition of a definite percentage upon the known 
rentals affords a simple and precase mc^thod of reaching property 
which otherwise would very largely escape notice altogether. 

Those who arc^ familiar with thc^ French system of taxation 
will remember that it is built up entirely on the idea of sub- 
stituting known for unknown factors, and that while the system 
has certain disadvantag(.'s of its own, in so far as it does not 
attain the ideal of precise approximation to the exact conditions 
of the individual, it possesses at all events the advantage of 
avoiding the haphazard guesses and arbitrary estimates which 
are almost inseparable from anj^ democratic administration of 
personal or individual valuations. 

It is, however, in the case of the corporation tax that the 
problem has become most acute in this country. Hie well- 
nigh universal system of taxing corporations is through the 
medium of the assessment of the corporate property. In 
some states, as even in the great state of New York, for ex- 
ample, the local tax of corporations which, as almost every- 
where, is the one of most importance, is based upon the valua- 
tion of the corporate property by local officials. Under this 
system the most absolute arbitrary discriminations are made, 
as between the various localities, and it is a notorious fact that 
those corporations where it is phj^sically possible to do so will 
often transfer their ostensible chief office from one place to 
another, in Order to secure a more complaisant assessor. In 
other states, especially for certain classes of public service 
corporations, the valuation has been put into hands of a state 
board, which obviates indeed these glaring discrepancies as 
between localities, but which does not give any increased as- 
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surance of exactness or precision. Even in such cases the 
abuses are freciueiit. And what is worst of all, the secrecy ob- 
served by the state board of assessors renders it utterly im- 
possible for either the victim or the scientific observer to point 
out the error in the procc^lure. Especially true is this in all 
thos(^ cases whc^re it has become customary to assess the value 
of the franchises of corporations, a system which is obviously 
peculiar to our (‘ountry, and from which all the Europc'an 
states which base the assessment on income, rather than prop- 
erty value, are entirely i^xempt. Valuations of our state boards 
of taxation m*e so notoriously inadequate that in the case of 
one class of corporations, namcdy, railroads, the cry has now 
gone forth for an official national valuation. Without going 
into the arguments for and against this scheme, it need only 
be pointed out that the successful prosecution of this idea will 
not only cost tens of millions of dollars, but will take a very 
long time to (‘fleet; and that the attempt to apply this same 
method oi national official valuation to all (‘orporations that 
are subjc'ct to taxation would not only be hopek^ssty exp(‘nsiv(‘, 
but would, for obvious reasons, be entirely impracticable. 
In the great mass of cas(\s, if we are to have any valuation of 
property at all, we shall have to content ourselvf's with the 
perpetuation of the pres(mt most unsatisfactory methods. 
The exp(‘ric‘nces that we have had, even with the so-called 
official valuations of railways in Michigan and Wisconsin, are 
not such as to warrant the confident expectation that they are 
satisfactory for tax purposes, and that they avoid the evils 
of arbitrary assessment.^ 

How much better it is to take some external criterion, as is 
now the practic(‘ in a fc^w of our advanced states. In the casc^ 
of public service corporations a definite percentage of receipts 
is an obviously simple method. This is not the place to discuss 
the pros and the contras of a tax on gross receipts versus a tax 
on net receipts; but it may be pointed out that so far as rail- 
roads, at all events, are concerned, under the new system of 
accounting which has been enforced by federal law, the chief 
objection formerly urged against the tax on net receipts loses 
much of its potency. But whether we have a* tax on net 
receipts or a tax on gross receipts, it is undeniable that the 
tax is precise and definite; that there is no room for secrecy 
or arbitrary action, and that equality as between classes of 
1 Cf. supraf pp. 230, 231. 
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corporations or between individuals in a class, may be secured 
by the adoption of precise mathematical rules which will cause 
the rate to vary in accordance with the definite and easily 
ascertainable factors. 

It is true indeed that a few cases have recently been seen of 
state legislatures abandoning the receipts tax for the system 
of valuation, but I think that 1 am safe in saying that expert 
opinion is almost unanimous in this country that this was a 
step backward and not a step forward; and that all the ends 
which it was attempted to secure' by the reintroduction of the 
valuation system might have been secured by a modification 
of the rates and methods of the old system. Any method of 
(X)rporate taxation, in short, which is based upon the applica- 
tion of precise and definite rules, is preferable to the happy-go- 
lucky system of pro})erty valuation, wh(‘ther it b(i a tax on 
gross receipts or on net receipts; whether it Ix' a tax on a certain 
proportion of th(i rnarki^t value of the stocks or of the bonds, 
or of both togeth(*r; whether it takes some other exterior criterion 
of the business: any of these methods is susceptible of a more 
or l(^ss successful application l)ecause it avoids the fundamental 
(‘vil in our present system. No one man or set of iiKai is able to 
value intelligently and i)re(‘isely the selling value of the multi- 
plicity of corporations in our modern industrial world, with the 
continual oscillation of business, and with the increasing com- 
plexity of industrial interrelations. The task is one for superhu- 
man strength and ability, and with the weakness of our demo- 
cratic administrative methods, the attempt would be ludicTous, 
if it were not so lamentable. The first step in the reform of 
methods of assessment is, as far as possible, to substitute the 
known for the unknown. 

What the future has in store for us it is given to no man to 
know. Popular customs and prejudices yield only slowly. The 
thick mist of ignorance and inertia (^an be dispelled only very 
gradually by the sunlight of knowledge and observation. But 
if the experience of mankind is to afford us any help in fiscal 
matters, and if the history of other countries undc'r somewhat 
similar conditions is to be of any aid to us, it may be stated with 
some reasonable degrees of confidence that advance in tax re- 
form is to be sought rather in the progressive exc(dlenc(' of 
administrative methods than in the elaboration of new and high- 
sounding ideals. The ideals may be the same for all countries; 
the administrative methods must differ according to the pe- 
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culiarities of each. In our American adherence to an abstract 
ideal we have failed to let our administrative methods keep 
pace with the attempted realization of the ideal. In our en- 
deavor to secure the taxation of all property, we have not only 
attempted the impossible, but we have opened wide the door 
to all the abuses of practical inequality of unintentional in- 
justice and of widespread arbitrariness. 

Of all the methods that cry out most loudly for reform, 
that of property valuation is the most important. The great 
need of the day is to replace arbitrariness by certainty, and to 
secure practical equality in taxation by substituting, as far as 
possible, definite and fixed rules of assessment for the hodge- 
podge and capricious system, or lack of system, which is well- 
nigh universal to-day. 



CHAPTER XIV 


THE CLASSIFICATION OF PUBLIC REVENUES 

Among the unsettled questions of the science of finance 
few are more troublesome than that of classifying the differ- 
ent kinds of public income. Classification is indeed not of 
supreme importancf^ for matter is always more essential than 
form. But correct classification is helpful in many ways. 
It requires logical criticism and rigorous analysis, and thus 
becomes a test of mental vigor; it conduces to accurate defini- 
tion and prevents looseness of expr€\ssion and confusion of 
thought; it may have important practical results in deciding 
questions of fact and in assigning definite values to doubtful 
categories; it points out contrasts and resemblances, and by 
eliminating or combining what is common, often suggests a 
clearer conception of the subject-matter. Correct classification 
is, in truth, an essential condition of all scientific progress. 

It has frequently been remarked that we must distinguish 
between historical and actual classifications. For example, 
the whole class of lucrative prerogatives — the Regalia of the 
Teutonic kingdoms and of early fiscal science — were formerly 
separated from the other categories of public revenues because 
of their commanding importance in mediaeval countries and of 
their supposed points of difference; whereas well-nigh every 
recent writer of importance, even in Germany, has confessed 
that all such revenues are capable of being chissified under one 
of the other modern categories. So, again, while the revenue 
from the incidents of feudal tenure played a great r6Ie in the 
classification of Blackstone and other early writers, the need of 
showing the composite nature of such revenues has been ob- 
viated by the disappearance of the tenures themselves. Finally, 
special assessments are a growth of comparatively recent times. 
Only a short time ago, a classification of public revenues might 
safely have ignored their existence; now a logical classification 
of actual revenues would be incomplete without them. What 
concerns us here is a classification applicable to modern con- 
ditions. 
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I. The Primary Classification 

From the standpoint of the individual all contributions to 
government are either gratuitous, contractual or compulsory. 
Every governmental revenue must fall within one of these 
three great classes. Individuals may make the government 
a fn^e gift, they may agree or contract to pay, or they may be 
eompelk'd to pay. The first method of securing revenue was 
at out' time important, but its influence to-day is slight. The 
second and tliird methods correspond to the widely adopted 
classification suggested by Adam Smith,^ who tells us that: 

“ The revenue which must defray . . . the necessary expenses cjf 
government may be drawn either, first, from some fimd which pe- 
culiarly belongs to the sovereign or commonwealth, and which is in- 
dependent of the revenue of the people, or, secondly, from the revenue 
of the people.^' 

That is, the government may in the first place act like a 
private individual, possessing lands or other revenue-yielding 
property, and engaging in mercantile, financial or industrial 
pursuits. As Petty, the author of the first systematic English 
treatise on taxation, put it in the seventeenth century, the 
state is in some places the common cashier, the common usurer, 
the common insurer or the common beggar.^ This is what the 
French call in the widest sense the revenue from the private 
and industrial domain of the state, and what the Germans 
term the private-economic income. A better term, perhaps, 
is contractual income; since the government here puts itself 
in the position of a private person making a contract with an- 
other person. Such payments all rest on an agreement between 
the two contracting parties, in sharp contrast to the payments 
which the government demands by virtue of the sovereign 
powers delegated to it. 

We often hear of the distinction between voluntary and com- 
pulsory contributions, meaning by the former the free gifts 
of the citizens. This distinction, however, is not perfectly 
accurate; for contractual contributions are also voluntary, 
without being gifts. In the case of a contract, the government 
agrees to do some particular thing in return for a payment, 

^ Wealth of Nations, book v., chap. ii. 

2 William Petty, A Treatise of Taxes and Contributions^ London, 1667, 

pp. 60, 61. 
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leasing land, for instance, in return for rent; in the case of the 
free gift, the government does not undertake, nor does the donor 
expect, any specific action in return. Yet both payments are 
voluntary. We must therefore distinguish not merely between 
voluntary and compulsory contributions, but between gratui- 
tous, contractual and compulsory contributions. 

Thus far almost all writers are agreed. The diffi(‘ulty arises 
when we desire to classify the various kinds of compulsory 
revenues and to distinguish between some of these subdivisions 
and the different kinds of contractual revenues. All ])ossible 
combinations have l)een made, especially by recent German 
writers. Let us confine ours(‘lves in this chaptcT to the pith 
of the controversy, namely, to the subdivision of th(‘ compulsory 
contributions and their relation to some of the contractual 
revenues, as, for instance^ the charges made for the services of 
governmental enterprises, like the postoffice, the telegraph and 
the like. 

In taking the property of individuals the sovereignty of 
th(' modern state manifests itself in different ways. The govern- 
ment may exercise in turn the power of (aninc'nt domain, the 
penal power, the police power or the taxing power. 

The power of eminent domain confers on the government 
the right of taking at its discretion, and to an indefiiiit(‘ extent, 
private property for particular uses. With the constitutional 
and moral limitations upon this power we have not here to 
deal, chiefly because the power is for the most part not [\ source 
of net revenue. The fact that in ail free governmt'ms private 
property cannot be taken under this power except for public 
use, and even then not without just compensation, would in 
itself show that no net income to the slate is contemplated. 
Yet such revenue may accrue incidentally; for the benefits 
accruing to the government through the expropriation may 
conceivably be greater than the damage inflicted on the private 
individual. Revenue through expropriation is thus the first 
class of compulsory income. 

The second sovereign power of fiscal importance is the penal 
power, or right of inflicting fines and penalties, known tech- 
nically as the power of sanction. This might be declared a part 
of the police, or regulative, power of the state, since every 
government regulation must carry with it the power of en- 
forcement. But on account of the decidedly problematic fiscal 
importance of the police power, it seems better to separate them. 
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The power to adjudge fines and penalties, however, while 
often quite important as a source of revenue, belongs rather 
to penology and administration than to the science of finance; 
for the private property is here taken, not in accordance with 
the needs of the state or with any principles of equality or 
uniformity or benefits or compensation, but solely as a pun- 
ishment inflicted on the individual. The only limit to its fiscal 
significance in free countries is the vague provision, as in the 
constitution of the United States, that excessive fines shall not 
be imposed or cruel and unusual punishments inflicted. Fines 
and penalties thus form by themselves a class of compulsory 
revenues levied according to definite but non-fiscal principles. 
It is obviously wrong to class them with fees, as do some writers, 
or to ignore them entirely, as do others. 

The third sovereign power of the state is the police power, or 
the power of regulation. This has played a great role in Ameri- 
can jurisprudence. Yet it may be confidently stated that from 
the standpoint of the science of finance the distinction drawn 
between the police power and the taxing power is to a great 
extent a fiction, referable to certain difficulties in American con- 
stitutional law and to a lack of economic analysis on the part of 
the judges. Let us study this point more in detail. 

II. The Police Power versus the Taxing Power 

The commonly accepted distinction between these powers 
is that the former is for regulation and the latter for revenue. 
One argument in support of this view is that advanced by 
authors like Mr. David A. Wells, who contend that a so- 
called tax which looks to anything besides the securing of 
revenue is not a tax, but an unconstitutional exercise of the 
taxing power. But even adherents to the distinction between 
the police power and the taxing power, like Judge Cooley, 
confess “that, in the apportionment of taxes, other considera- 
tions than those which regard the production of a revenue are 
admissible, and that the right of any sovereignty to look be- 
yond the immediate purpose to the general effect cannot be 
disputed.’’ ^ The position of Mr. Wells is the exact opposite 
of that of Professor Wagner, who includes in the very definition 
of a tax the “socio-political” element or the duty of regulating 
and correcting the distribution and use of private property.* 

^ Cooley, Taxation^ 2d edition, p. 587. 

* Wagner, Finanzwissenschaft^ ii. (2d edition, 1890), p. 210. 
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The one writer would refuse the name to an imposi- 

tion looking to anything else than mere revenue: the other 
ought logically to withhold the name from an imposition not 
looking to anything else than mere revenue. These positions 
are mutually exclusive and equally extreme. 

On the other hand, the distinction of Judge Cooley is almost 
quite as untenable. Cases where the primary purpose is regu- 
lation, he thinks, are referable to the police power; cases where 
the primary purpose is revenue are referable to the taxing power. 
Mr. Cooley himself confesses that import duties with incidental 
protection are taxes. But suppose, as has often occurred, that 
they are protective duties with incidental revenue. Are they any 
the less taxes on that account? How about the tax on bachelors, 
which was imposed for the express purpose of diminishing 
celibacy? How about the ten per cent tax on state bank 
notes, imposed avowedly to destroy the state bank issues? 
How about the American tax on oleomargarine, confessedly of a 
regulative nature? How about taxes on spirituous liquors in 
the shape of liquor licenses, to regulate and diminish the liquor 
traffic? How about the many indirect taxes enacted in con- 
sequence of sumptuary laws? How about certain inheritance 
tax(\s, whose imposition is demanded on the express ground 
that they will limit fortunes? How about the single tax, whose 
only raison d^Hre is the attempt to change the existing dis- 
tribution of wealth? Shall we call the Indian duty on opium a 
tax, and refuse the name to tlie American internal revenue 
charge, because India looks primarily to revenue, and the 
United States to regulation? Shall we call the French impdt 
des patentes a tax, and deny the name to the analogous license 
or privilege taxes in some of the Southern commonwealths, 
because in the latter case the object is sometimes distinctively 
regulative? In fact, if' this is to be our line of cleavage, we 
must reconstruct the science of finance and remove from the 
class of taxes whole categories of impositions to which no one 
has ever thought of denying the character or name of tax. 

The confusion in the American law is at once complimentary 
and uncomplimentary to the judiciary. It is complimentary in 
the sense that the judges, when brought face to face with the 
conflict between constitutional limitations and the demands of 
social evolution (or what is known in legal parlance as public 
policy), have sought to remain true to their function as the final 
interpreters of social progress. This they have been able to do. 
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however, only through legal fictions and divergent decisions. 
Anyone who has studied the American law of taxation as a whole 
must have become painfully conscious of the hopeless contradic- 
tions among the laws of the several states on many important 
points. This condition is due in great measure to the fact that 
the constitution or laws of one state by implication forbid what 
the constitution or laws of anotluT state expressly permit. In 
order to take an acdual case, which is perhaps in line with public 
policy, out of tile range of the legal inhibition, the courts of the 
first state are forced to adopt an interpretation wholly unneces- 
sary in the second. Thus the continuity of social development 
is preserved, even at the sacrifice of legal consistency or uni- 
formity. For instance, in New York street-car licenses are held 
to fall under the taxing power, while in Pennsylvania they are 
put under the police power, simply because, under the particular 
conditions, it seemed to be a matter of equity, in the one cas(' 
to uphold, and in the other to object to, such a charge.^ The 
payment in the two instances was the same, both in amount and 
in principle; but the attempt to make the same laws conform to 
a public policy which differs in the different states has brought 
about a contradiction. So, too, the whole system of high li- lu 
cense or liquor taxes is in some states brought under the tfixing 
power; but in others, because of certain constitutional difficul- 
ties, it is put under the police power.- To this extent the police 
power has be(m a legal fiction to enable the courts to uphold what 
could not w(‘ll be brought under the taxing power; although in 
another leading case ^ the liquor tax was upheld under the taxing 
power because there was a constitutional obstacle to its being 
put under the licensing or police power. The police power is of 
great and growing legal importance in the United States, largely 
because of the peculiar principles of American governmental 
relations, whereby local bodies are deemed to have only those 
powers expressly delegated to them, in contradistinction to the 
European method according to which local bodies possess, in 
certain respects, all powers not expressly withheld from them.'* 
Many of our cities and towns have no taxing power; and even 

1 Cf. 2d Aveniu^ Railroad Cases, 32 N. Y. 261, with Railroad Company 
vs. Philadelphia, 58 Pa, 119. What was held “reasonable ” in one case was 
declared “unreasonable in the other. 

2 Burch vs. Savannah, 42 Ga. 596. Cf. 50 Texas, 86. 

^ Youngblood vs. Sexton, 32 Mich. 406. 

^ Goodnow, “Powers of Municipalities respecting Public Works,^' Puhli- 
cilions of the American Economic Associationf ii., pp. 72-79. Professor 
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when they have the power, it is strictly construed. The courts, 
therefore, have been compelled to uphold much under the police 
power that under other and more favorable conditions they 
would and could have upheld under the taxing power. 

On the other hand, there is an elemcmt which is not quite so 
complimentary to the judges. The courts have frequently con- 
fused taxes in the narrower sense with the exercise of the taxing 
power in the wider sense. As we shall see, there are various 
forms in which the taxing power may manifest itself : taxes in the 
narrower sense are only one form. Special assessments for 
instance, have been almost universally upheld as an exercise 
of the taxing power, while sharply distinguished from taxes in 
t he narrower sense. Yet in a leading case sidewalk assessments, 
which as a matter of principle do not differ at all from other 
special assessments upheld under the taxing power, have been 
d(‘clared police regulations.^ The court has here simply confused 
taxes with the taxing power. It is, moreover, impossible to 
see any difference between the various cases of sewer and levee 
assessments quoted by Mr. Cooley as an exercise of the police 
power and the cases of sewer and levee assessments quoted by 
him in another chapter as falling under the taxing power.^ The 
whole distinction, in fact, rests upon a confusion. So, again, 
while both tax(‘s and f(?es are an exercise of the taxing power, 
l)ecauso it has frequently been deemed necessary to uphold 
license fees by distinguishing them from taxes, many of the 
courts have declared license fees to be an exercise not of the 
taxing power but of the police power, thus confusing taxes with 
the taxing power. There is, as we shall see, a decided difference 
between a liccmse fee and a tax; but it is not the one stated by the 
courts. It is this groping after the real distinction between fees 
and taxes, to be exi)lained in a moment, which has led judges, 
not trained in economics, to draw the line between payments 
under the police power and those under the taxing power. The 
distinction between fees and taxes is not synonymous with the 
distinction between the police power and the taxing power; for 
there are many classes of fees, like court fees, fees for legal docu- 
ments and school fees, which cannot possibly be put under the 
police power. 

Geodnow terms these respectively the systems of legislative and of admin- 
istrative control. 

1 Godard, Petitioner, 16 Pick. 504, 509, quoted by Cooley, Taxatioriy p. 589. 

« Cooley, Taxation^ pp. 588-591, compared with pp. 616^20. 
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While, then, it may be expedient from the legal point of view to 
distinguish between the police power and the taxing power, rul- 
ing that the one is for regulation and the other for revenue, 
and while the constitutional importance of the police power, 
especially in the United States, is in many respects considerable, 
the distinction from the economic and fiscal standpoint is, never- 
theless, wholly unnecessary. A tax is no less a tax because its 
purpose is regulation or destruction; and a fee or payment for 
regulation brings in just as much revenue as a precisely identical 
fee imposed primarily for revenue. From the standpoint of 
finance the test is not whether the payment is for regulation, 
but, as we shall see later, whether it is primarily for special bene- 
fit or primarily for common benefit; that is, it is a distinction 
not between police power and taxing power, but between fees 
and taxes. In other words, payments that are legally put under 
the police power ought scientifically to be classed under the 
taxing power. 


III. Fees 

We come finally to what is from the fiscal standpoint the 
chief sovereign power of the state — the power of taxation. 
Expropriation is not fiscally important, the significance of fines 
and penalties does not lie in the financial domain, and the police 
power, as we have just seen, is of no consequence from the stand- 
point of revenue; but the taxing power is of an entirely different 
nature. 

The taxing power may manifest itself in three different forms, 
known respectively as special assessments, fees and taxes. These 
three forms are all species of taxation in the wider sense, so far 
as they differ on the one hand from contractual revenue or 
^wasi-private income, and on the other hand from the remaining 
divisions of compulsory revenue, like expropriation and fines. 
What is common to all three is that they are compulsory contri- 
butions levied for the support of government or to defray the 
expenses incurred for public purposes. That is the essence of 
the taxing power. But, although they are all forms of taxation 
in this wider sense, the differences between fees and special 
assessments on the one hand, and taxes in the narrower sense 
on the other, are so marked that they must be put into separate 
categories. Let us study their characteristics, taking up first 
those payments, like fees, tolls, costs and charges, which may 
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be summed up under the general head of fees (the German 
GebuhreUj the French iaxesy the Italian tasse). 

The distinction between fees and taxes, although sometimes 
ascribed to Rau, is really much older. Adam Smith already 
speaks of certain expenses ‘‘which are laid out for the benefit of 
the whole society. “It is reasonable, therefore/^ he adds, 
“that they should be defrayed by the general contribution of 
the whole society, all the different members contributing as 
nearly as possible in proportion to their respective abilities. 
These, as he afterward explains, are taxes. On the other hand, 
he speaks of certain outlays, as for justice, for “persons who give 
occasion to this expense,’^ and “who are most immediately 
benefited by this expense.^' The expenditures, therefore, he 
thinks, “may very properly be defrayed by the particular con- 
tributions of these persons,” that is, by fees of court. And he ex- 
tends this principle to tolls of roads and various other expenses.^ 
The “particular contributions” of Adam Smith, in distinction 
from general contributions, are nothing but fees in distinction 
from taxes. The same distinction is found several decades before 
Adam Smith in the work of Justi. He, however, like the other 
(iermans of his time, looked upon the Regalia, or lucrative pre- 
rogatives, as a separate class; and hence classified public revenues 
into (1) domains, (2) regalia, (3) taxes, and (4) casual revenues, 
including prices and payments for special privileges.^ Later on, 
Rau gave these latter payments the name of Gebuhren or fees; 
but the essence of the distinction is to be found in Justi, and 
still more clearly in Adam Smith. 

A fee, then, is a manifestation of the taxing power. It is a 
compulsory contribution for a service in which the element of 
public purpose must be present; but it differs from a tax in 
several important points. 

First, a tax is levied as a part of a common burden; a fee is 
assessed as a payment for a special privilege. The basis of taxa- 
tion is the ability or the faculty of the taxpayer; the basis of a 
fee is the special benefit accruing to the individual. In the case 
of a tax, this ability, it is true, may be influenced to a certain 
extent by the opportunities or privileges or benefits received. 
But the difference is the test. In the case of a fee, the benefit 
is measurable; in the case of a tax, the benefit is not susceptible 

' Wealth of Nations, book v., chap, i., part iv. (vol. ii., p. 402, of Thorold 
Rogers' edition). Compare book v., chap, i., part ii. and iii., passim, 

2 Justi, Staatswirthschaft, 2d edition, 1758, ii., pp. 95, 400-429. 
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of direct measurement. In the case of a fee, the particular 
advantage is the very reason of the payment; in the case of a tax, 
the particular advantage, if it exists at all, is simply an incidental 
result of the state action. 

The question of special benefit was originally of minor impor- 
tance; the mediaeval monarch exacted in the shape of fees and 
charges about what he chose, disguising exactions under the 
mask of payments for special privileges. Even tluTC, however, 
it may be said, not that the idea of benefit was absent, but that 
the monarch made himself the judge of the amount of benc'fit. 
That his despotic estimate often resulted in hardship does not 
alter the theory. Gradually, however, the idea of actual benefit 
came to the foreground, until it has finally become the control- 
ling factor. 

A second distinction between fees and taxes is that a fee does 
not normally exceed the cost of the particular service to the 
individual. This, however, although commonly made much of, 
is of subordinate importance. In the first place, it can obviously 
apply only to those fees paid in return for some positive work 
done by government. The government, indeed, must always give 
something in return for a fee; but in many cases it may give only 
a permission to do something — a permission which costs almost 
nothing, and for which a considerable fee may be exact(?d. The 
controlling consideration here is not cost, but measurable spe- 
cial benefit. Historically, we know that these special charges 
were made entirely irrespective of cost.^ But even in the case 
of a positive action by the government, cost is simply another 
method of measuring special benefit.^ This has been overlooked, 
but is none the less true. In all competitive private enterprises 
the benefit to the individual is the cost. That is, the amount 
which the individual is willing to pay — and he is the best judge 
of the benefit to be derived — is the price; and the price is fixed 
ultimately at the cost of production. The whole modern theory 
of marginal utility as the regulator of price is simply a way of 
stating the degree of special benefit to the individual; and the 
true theory of price confesses that marginal utility in competitive 

^ Professor Brentano calls attention to this historical fact. Cf. Faber, 
Die Enlstehung des AgrarschiUzes in England^ p. 58. Both fail to notice 
the points made in the text. 

2 The cost here referred to is at once the cost to the individual and the 
cost to the government. They are synonymous, because under the sup- 
position the government gives its services for cost. 
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enterprises resolves itsc^lf ultimately into cost of production. 
The benefit to the individual, therefore, is the cost. As soon as 
we have a private monopoly, however, the benefit to the individ- 
ual diminishes in proportion to the sacrifice he is compelled to 
make in paying more than the cost of production; and the excess 
of price over the normal benefit (as measured by cost) represents 
to this extent a tax on the individual. 

Tlu^ same is true of governmental action. It may, and often 
does, happen that a government is not actuated by motives of 
profit, but, like a private competitor, sells its services for cost. 
Special bcmefit to the individual and (‘ost to the government are 
then synonymous. But if the government seeks to make a mo- 
nopoly profit and charges more than cost, then as before the spe- 
cial benefit to the individual may be said relatively to diminish as 
the charges increase, until finally the exaction becomes so great 
that the spe cial benefit is merged in the special burden and the 
charge becomes not a counterpayment, but a special tax. On 
the oth(»r hand, th(^ government may decide to charge less than 
cost, or even to offcT its services gratuitously, in which cases the 
special benefit to the individual may gradually be swallowed up 
in th(‘ common benefit. Here the very reason of the gratuitous 
8ervi(;e is that no special b('nefit exists, or that it results only 
incidentally from general state action. Thus we see that special 
bemefit to the individual is correlative with cost to the govern- 
ment. If the (diarge is less than cost, the special benefit is pro 
tanto converted into a common bemefit, until finally there is 
no charge, because no special benefit. If the charge is more than 
cost, the special benefit is pro tanto converted into a special 
burden, until finally the charge is all tax, because it is all burden, 
and no special bemefit. 

This point of view helps us out of a difficulty as to the line of 
cleavage between fees and taxes. Thus, if a charge is made for 
the cost of judicial process, the payment is a fee, because of the 
special benefit to the litigant. If no charge is made, the cost 
of the process must be defrayed by general taxation; and the liti- 
gant pays his share in general taxes. If the charge is so arranged 
as to bring in a considerable net revenue to the government, 
the payment by the litigant is a tax — not a general tax on all 
taxpayers, but a special tax on litigants, like, the tax on lawsuits 
in some of our Southern commonwealths. The character of fee 
disappears only secondarily because the principle of cost is de- 
viated from, but primarily because the special benefit to the liti- 
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gant is converted in the first case into a common benefit shared 
with the rest of the community, and in the second case into a 
special burden. The failure to grasp the basis of this distinction, 
which is equally true of other fees, has confused many writers. 

A third distinction between fees and taxes may be found in the 
conditions attached to the service which the government per- 
forms. It may be said that in the case of a fee the government 
does some particular thing in return, while in the case of a tax 
it giv(\s no special service. The particular thing done by the 
government in return for a fee may be either the display of some 
positive energy, as in furnishing a water supply, or it may be a 
simple permission to do something. The government may create 
direct utilities, or it may permit the individual to create utilities; 
but in each case it demands a return for the privilege. In the 
case of a tax, on the other hand, the government simply refrains 
from doing; or, if it does anything at all, does it only as a general 
governmental action. This distinction applies to so-called special 
taxes, as well as to general taxes; for even in the case of a special 
tax, the government does not pledge itself to do any special thing 
for the individual as an individual. It agrees to do some st)ecial 
thing for the community or for the particular class involved, but 
it is wholly immaterial to the government whether the individ- 
ual avails himself of the incidental advantage accruing to thc^ 
class as a whole. Even in the case of special taxes we are not 
confronted with the principle of give and take, or quid pro quOy 
as regards individuals. 

A further distinction that has been very fruitful of confu- 
sion is that between the business licenses or fees, and business 
taxes. The legal terms applied to such payments must not lead 
us astray. For instance, a given charge levied on certain retail 
businesses is called in various American states a fee, a license*, a 
license fee, a license tax, a special tax, a specific tax, a privilege 
tax and an occupation tax.^ A certain payment exacted from 
insurance companies is called indifferently an insurance fee, 
an insurance license, an insurance license fee, an insurance tax 
and an insurance license tax. A certain payment imposed on 
some corporations is called variously a charter fee, a bonus on 
charters, a license tax, a tax on certificates, an organization 
tax, a corporation .tax and even a corporate franchise tax.^ 

^ Compare my monograph on Finance Statistics of the American Com^ 
monwealtks, 1889, pp. 8^96. 

* Compare «wpra, p. 216. 
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The real distinction between a license charge and a business 
tax is that the non-payment of a license charge normally renders 
the exercise of the business illegal, while the non-payment of a 
business tax does not render it illegal. More broadly, it may 
be stated that a license charge is a condition precedent, while 
a business tax is a condition (if a condition at all) subsequent, 

A license charge, however, may be either a license fee or 
a license tax; ^ and in order to ascertain which it is, we must 
fall back on the preceding distinctions. When the license 
is imposed to cover the cost of regulation or to meet the outlay 
incairred for some improvement of special advantage to the 
business, it may truly be said that the licensee gets a special 
benefit from the privilege, a special benefit measured by the 
cost. The charge would then, as in the common case of cab 
Ii(‘('nses, be a fee. When, however, the charge for the license 
to (^arry on a business, which before the imposition of the re- 
strictive law was open to anyone, is purposely so high as to 
bring in a distinct net revenue to the government above the cost 
of regulation, we can no longer properly speak of special benefits 
to the licensee, since the special benefit is converted into a 
special burden; the charge is then no longer a license fee, but a 
license tax. This is the case with some of the so-called license 
or privilege taxes in the Southern commonwealths.^ Finally, 
if the payment is not conditional upon taking out a license, but 
is assessed on certain elements of the business, such as purchases, 
sales, capital, etc.y as in the French patentes, the German Ge- 
vwrhesieuer, and some of the American payments, then we have 
not license taxes, but business taxes, because the condition is not 
precedent, but subsequent. The distinction between license 
tax and business tax is one of condition of payment: the dis- 
tinction between license fee and license tax is one of benefit and 
cost. 

There is, therefore, some truth at the basis of the distinction 

1 This distinction is overlooked by the American legal writers. Thus 
Black on Intoxicating Liquors^ § 108, makes a labored argument to distin- 
guish taxation from license, while in reality he is distinguishing license fees 
on the one hand from license taxes and bu-siness taxes on the other. 

2 This is really the basis of the decision of the United States Supreme 
Court in the case of Harmon v&. City of Chicago, Supreme Court Reporter, 
xiii., no. 10, p. 306 (Feb. 13, 1893). A license charge for using the Illinois 
River is declared to be a tax, and in conflict with the interstate commerce 
provision of the constitution, because it is not a compensation for any 
specific improvement. In the latter case it would be a license fee or toll, 
and perfectly valid, as decided in Huse t>«. Glover, 119 U- S. 543. 
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drawn by the American judges between the police power and the 
taxing power; but it is to be understood in a sense quite different 
from that usually adopted. The distinction should rt^ally be 
drawn between a license fee and a license tax on the one hand, 
and between a license tax iind a business tax on the other. The 
distinction bet^ween police power and taxing power is not valid, 
because from the broad scientific point of view a fee may be 
equally an exercise of the taxing power, while a tax is none the 
less a tax because it is regulative. When the American judges 
hold that a license fee must ^^not exceed the necessar}^ or probable 
expense of issuing the license and of inspecting and regulating 
the business,” ^ they are drawing the line between license fees 
and license taxes, although legal complications may compel 
them to assert that it is a distinction between the police power 
and the taxing power. For instance, the decision that high 
liquor licenses are not taxes — a decision quit(^ untenable from 
the standpoint of public finance — is due simply to certain con- 
stitutional limitations, and to the policy of upholding such pay- 
ments, Liquor licenses, if high enough, arc no less taxes than 
the Southern license or privilege taxes; and the attempt to 
call them license fees, in order to uphold them under the police 
power, is the re^sult of a praiseworthy but j)alpable legal fiction. 
To say, as (Cooley does, that a high liquor license^ is only a license^ 
fee covering the cost of regulation, because ^‘it is reasonable 
to take into account all the incidental consequences that may 
be likely to subject the public to cost ” (such as prevention of 
resulting crime and disorder), is a considerable stretching of the 
term. It seems impossible to state how much of pauperism 
and crime is due to drink and how much to other causes. 

The truth w^hich the judges have vaguely seen, and which 
they have attempted to realize in their decisions, then, is 
simply this: a fee is a payment for a vservice or privilege from 
which a special measurable benefit is derived, and normally 
does not exceed the cost of the service; a tax is a payment where 
the special benefit is merged in the common benefit, or is con- 
verted into a burden. A fee remains a fee, whether levied under 
the taxing power or the police power; and a tax is no less a tax 
when classified under the police power than when put under the 
taxing power. 

It seems, then, that writers like Professor Bastable, who 
desire to discard fees as a source of revenue co-ordinate with 
. ^ Cooley, Taxation^ p. 598. 
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taxes, are taking a step backward, and are abandoning a dis- 
tinction dating back at least to Adam Smith. 

It is, however, useless to oppose the creation of a class of 
revenues co-ordinate with taxes; for, even if we disregard 
fees, we cannot shut our eyes, as most writers have done, to the 
existence of another important class of compulsory revenues 
which arc not taxes. These are known as special assessments. 

IV. Special Assessments 

It has already been pointed out that classification of public 
revenues has depended upon historical conditions. Special 
assessments are a comparatively modern and a specifically 
American development, although the germ of the system may 
be found in the Roman edict: Construat vias puhlicas unusquis- 
que secimdwn propriam domuni.^ In France and England they 
have been so rarely used as to escape detection, although of 
late years the policy of introducing the principle more widely 
has begun to b(‘ discussed in England.^ In Belgium and Ger- 
many they have been introduced in the past few decades, and 
are occasionally mentioned in the latter country under the head 
of Beitrdge? Even so recent writers as Leroy-Beaulieu and 
Bastable ignore them completely, in the earlier editions of their 
books on public finance. Nowhere do we find any adequate 
discussion of special assessments in theory or in practice, or 
any successful attempt to correlate them with other forms of 
compulsory contributions. 

^ Quoted in entirety in another connection by Sax, Die VerkehmmUtel in 
Volks- und Staatswirihschaftj i., p. 186. 

2 In France they may be traced back to 1672 and to a more general law 
of 1807, known as the law on ‘q’indemnit^* pour iiayement de plus-value,” 
But only about twenty to twenty-five cases of application are known. Com- 
pare Aucoc, Droit Administratifj ii., p. 732 et seq. For the earlier cases, see 
Ckunent, La Police sous Louis XIV., p. 144. — For England see infra^ 
chap. XV. 

® In Prussia they are legally known as Intercssentenzuschusse. Compare 
Leidig, Prcussisches Stadtrecht, p. 375, and Loening, Verwaltimgsrecht, p. 
580. Other forms of special assessments are known as Deichbeitrdgey and in 
Baden as Soziallasten. The whole system seems to have receive<l a greater 
development in Belgium than anywhere else in Europe, and yet it has not 
been noticed at all. The Belgian, Denis, does not mention it in his recent 
work, Ulmpdt. The details of the system may, however, be found in Lee- 
man’s Des Impositions Communales en Belgique, 2d edition, chape, v.-x. He 
calls them taxes, but confuses them continually with taxes proper, includ- 
ing special taxes. 
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No American who treats of public finance as a whole can 
fail to be struck with the importance of special assessments 
in actual j[)ractice. To take only two examples: in New York 
city, in 1891, special assessments yielded over $2,400,000; while 
in Chicago, in 1890, they yielded $8,790,443 — a sum actually 
larger than that raised by taxes. The courts have been filled 
with litigation respecting special assessments, and certain val- 
uable })rinciples have been slowly evolved. Yet no one has 
attempted to construct a theory of special assessments, or to 
assign them to their proper place in the list of public revenues. 
Thus the theory of special assessments has not been worked out 
in Europe, because the facts were not deemed sufficiently im- 
portant; and it has not been worked out in America, because 
there have been almost no American theorists in public finance.^ 

A sp(K*ial assessment may be deffined as a compulsory con- 
tribution, levied in proportion to the special benefits derived, 
to defray the costs of a specific improvement to property un- 
dertaken in the public interest. When a new street is opened, 
for instance, it is deemed equitable that the expense should 
not be entirely borne by the whole community, but that it 
should be defrayc^d in part or in whole by the owners of abutting 
real estate, whose property receives an undeniable benefit in 
the irmiK'diate enhancement of value. The advantag('s of the 
particular government services accrue in great part to the prop- 
erty owners; and it is therefore right that they should bear the 
burden in proportion to the advantages received. Without 
going into tlu' history of the system, we may say that, beginning 
in New York in the seventeenth century, it has been well-nigh 
universally adopted in the United States. Its operation extends 
to improvements like the following: opening, laying out, grading, 
paving and repaving, planking and curbing the streets; sprin- 
kling them with water, illuminating them with gas and electric 
light, and even ornamenting them with shade-trees; constructing 
drains, sewers, levees and embankments; laying wire conduits 
and water pipes; bettering waterways and dredging rivers; 
laying out and developing public parks, squares and drives. In 

' Shortly after the above words were originally published, Dr. Victor 
Rosewater, later editor of the Omaha Ree, completed his monograph on 
Special Assessments: a Study in Municipal Finance, which appeared as 
vol. ii., no. 3 of the Columbia University Studies in History, Ecanomics and 
Public Law, 2d ed., 1898. This monograph contains a comprehensive treat- 
ment of the whole subject, historical, legal, statistical and theoretical, and 
is now the chief authority on the topic. 
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all these cases the entire expense, or a certain portion of it, is met 
not by general taxes, but by special assessments. We are 
here to consider the theory of special assessments. 

In the first place, special assessments represent an exercise 
of the taxing power. In the early days various attempts were 
made to justify them under the power of eminent domain and 
under the police power; but in 1851 a h'ading New York case^ 
swept away all these refinements, and decided that special 
assessments were a constitutional exercise of the taxing j)ower. 
The reasoning of Judge Ruggles in that case is so convincing 
as to need no comment or defence; and the whole develojanent 
in the United States has since jjroceeded on the line h(‘ laid down. 

In a special assessment the element of public purj^ose must 
always be present; for if hwied solely for private purpose it 
would be an act of confiscation, not an exercise' of the taxing 
power. Again, a special asse'ssme'iit must be capable of appor- 
tionment : there must be an assessment elistrict, anei the assess- 
ment must not be arbitrary. The e*ountless case's which enforce 
these pennts show, in short, that special assessments, like fees, 
are an e'xercise of the' taxing power. 

Special assessments, like fees, are not, he)wever, taxes in the 
ordinary or narrower sense. Taxes, as we know, are compuIse)ry 
ce)ntributions levied to de'fray the' f'xpenses incurre'd in the com- 
mon interest, without any reference to particular advemtages 
accruing to the taxpayer; but in special assessments, as in fees, 
the services for which the e'xpenses are incurrenl redound to the 
particular bene'fit of the individual. The primary test of a tax 
is that it impose's a common burdeui : the' primary test of a spc'cial 
assessment is that it implie'S a spe'cial benefit. From this one 
great distinction flow all the others, which may be summed uj) 
as follows: — 

hirst. In a special assessment the sx)ecial benc'fit to the indi- 
vidual is measurable. In a tax the special benefit does not exist, 
or, if it exists at all, results incidentally from the individual’s 
share in the common benefit; it is not separately measurable. 
No one, perhaps, will be apt to confound a special assessment 
with a general tax; but there is also a clear line of distinction 
between a special assessment and a special tax. An adequat(' 

^ People vis. Brooklyn, 4 N. Y. 419. Some of Judge Buggies’ ohifer dicta 
on the principles of taxation are open to serious question. But as they 
have really nothing to do with the point decided in the case, we pass them 

by. 
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discussion of the relation between a general tax and a special 
tax belongs to the question of the sub-classification of taxes 
in particular, and would lead us too far astray here. But we 
can say at all events this: a general tax, like the ordinary state 
or local tax in America, is not levied for any definite, particular 
expenditure, but is assessed for general governmental purposes: 
a special tax, like the English local rates or the local taxes in 
some American states, like New Jersey, is assessed for the 
accomplishment of some special task to which the govfTrimt'iit 
is pledged, and is levied on a definite section of the population.^ 
The police rate, the sewer rate, the poor rate, the lighting rate, 
are each levied for the special purpose and on the definite class 
of taxables subject to the rate. But this special tax is none the 
less a veritable tax; it is levied for a public purx)ose, it is assessed 
on what is deemed to be the faculty or means of the taxpayer ; 
and there are no particular benefits accruing to him as an indi- 
vidual. Even if he does perchance derive a benefit, it is not a 
special, measurable, individual benefit apart from the common 
benefit that the other members of the class derive; it is simply an 
incidental result of his share in the common benefit. In the 
special assessment, on the other hand, the special individual 
benefit is distinctly measurable and forms the basis of the assess- 
ment. The English local rates, for instance, might seem to be 
in no wise distinguishable from the American assessments. It is 
a clear principle of the English system of local rates, however, 
that ^*the exact measure of the benefit is not the measure of the 
liability to be taxed,” while the reverse is true in the American 
system of special assessments. ( In other words, the test of the 
special assessment is measurable special benefit: the test of the 
special tax is special taxable capacity or faculty, just as the 
test of the general tax is general taxable capacity or faculty. 
The distinction is quite clear; yet the few writers who have 
spoken of special taxes at all have almost universally confused 
them with special assessments. | 

Secondly. Taxes may be proportional to property, or to in- 
come, or to expense, or to any other test of faculty, or they may 
be progressive rather than proportional; special assessments 
can never be progressive, but must always be proportional to 
benefits. This is the recognized principle in American juris- 

^ These taxes must of course not be confounded with the so-called ^‘spe- 
cial taxes in some of the Southern commonwealths, which are known aa 
license or privilege or business taxes in the other commonwealths. 
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prudence; and the only difficulty now is to decide what is to be 
regarded as the most equitable standard for the measurement 
of benefit. Acreage, frontage, value, superficial area of the prop- 
erty — all these have been upheld as proper guides to apportion- 
ment, and as constitutional tests of presumptive special bene- 
fit. Not only are special assessments void when there is no 
special benefit; they are also voidable when the charge exceeds 
the special benefit; ^ for to charge more than the exact benefit 
would be equivalent to taking private property without due com- 
pensation. In the special assessment there must be compensa- 
tion; in the tax there is no question of compensation. The only 
matter in dispute in the American courts is whether the special 
benefit need be actual or may be presumptive; the general tend- 
ency of the decisions is to make the legislative and administra- 
tive discretion rather wide.^ 

Thirdly. Special assessments are confined to specific local 
improvements, while the sphere within which taxes operate is 
in this respect unlimited. 

Fourthly. For a special assessment the government performs 
a definite, particular act in return; it is an instance of service 
and counter-service, of give and take. For a tax the government 
does not pledge itself to do a particular thing for the particular 
individual in return. The reasoning here is precisely the same 
as that addu(‘ed above in discussing the distinction between 
taxes and fees. A special assessment is here on exactly the same 
footing as a fee. 

Fifthly. Taxation is resorted to in order to defray the running 
expenses of government, and to effect in time the amortization 
of the debt; while the object of special assessments is in the main 
to provide for the capital account — to increase, as it were, the 
permanent plant of the community.^ 

The distinction between special assessments and taxes has 
been widely recognized in American jurisprudence; and the 
constitutional limitations applied to taxation have generally 
been declared inapplicable to special assessments. As Cooley 
puts it, “The overwhelming weight of authority is in favor of 
the position that all such provisions for equality and uniformity 

* Cf. the celebrated Agens cases in New Jersey. State vs, Newark, 37 
N. J. L. 415; Bogcrt vs, Elizabeth, 27 N. J. Eq. 508, 

2Cy, Matter of Church, 92 N. Y. 6; Allen vs. Drew, 44 Vt. 174, and 
other cases cited in Rosewater, Special Assessments. 

3 Only very rarely is there a departure from this rule, as, c. g. where the 
cost of sprinkling the streets is occasionally defrayed by special assessments. 
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in taxation by value have no application to special assessments/’ 
Exemptions from taxation, moreover, do not imply exemptions 
from special assessments. Special assessments are none the less 
a distinct class because' in some laws they are called taxes. In 
some cases, in their anxiety to uphold the distinction, the same 
courts interpret the word ‘'assessment^' in the phrase "uniform 
rate of ass('ssment and taxation" sometimes in one way, some- 
tiiiK's in the otlu'r. That is, when sj)ecial assessments must be 
j)ut under the taxing power in order to be upheld, "assessment" 
is h('ld to be used in the general sense, and to mean taxation; 
\vh('n in otlier cases special assessments can be upheld only by 
b('ing distinguishi'd from tax('s, "assessment" is held to be used 
in the technical sens(', and to mean something different from 
taxation. All tlu' ingcaiuity of the American judges has been 
needed to attain the rt'sult now aciiicved — the marked distinc- 
tion l)etween special assc'ssments and taxes; ^ but their efforts 
have been staisible, and the result is in accord with the teaching 
of the sci('nc(‘ of finance. 

Special assessments hence are not taxes. They differ from 
taxes in the sarru' way that fees differ from taxes, since both f(‘es 
and special assessments rest on the doctrine of equivalents. Fees, 
special assessments and taxes have points in common in that 
they are all manifestations of the taxing power. Fees and special 

^ One recent case is especially noteworthy as illustrative of ingenious 
distinction, 'the general trend of authority, as we have shown, is to give a 
wide discretion, and to uphold assessments per front foot as a good presump- 
tive 1(‘st of spc'cial benefit. Yet in the celebrated Illinois cast^ of Chicago vs. 
Lamed, 34 111. 203 (1864), the court, held that the provisions of the constitu- 
tion as to uniformity and equality of taxation were unusually stringent, and 
were apj)licablc also to special assessments. The court was really mistaken 
here, as the Illinois constitution did not differ from many others where the 
contrary interpretation wjis iidopted. Still, as a consequence of their view, 
assessments could be made on each lot only up to benefit actually provc^d, 
while the remainder of the cost would have to be defrayed by general taxes. 
Assessment by front foot was held to be invalid. Yet later the courts 
evaded this case by a very fine distinction. The constitution of 1870 gave 
local authorities the right to levy special taxes for local improvement; ’’ 
and in White vs. Pc'ople, 04 111. 613, the court held that a special tax was not 
a special assessmcait, and that a special tax might exceed t^ actual benefits 
to the particular lot. An assessment by front foot is heye valid, and the 
system in Illinois to-day is the same as in other states. course the ‘‘spe- 
cial tax’^ of the Illinois constitution is simply the “spfljffiil assessment" of 
other states, and is even known by the latter name in.Mnois itself. There 
is, as we have seen, a distinction between a special ta5f>lfnd a special assess- 
ment; but it is not the distinction drawn by the 1111110^X0011;. 
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assessments have additional points in common, which they both 
possess in distinction from taxes. But, finally, fees and special 
assessments differ in some respects from each other. We have 
distinguished special assessments from taxes; it remains to 
distinguish them from fees. 

It may, indeed, be claimed that there is no distinction, and 
that special assessments simply constitute a sub-class of fe(‘s. 
It is true, as has just been pointed out, that what chara(d.eriz('s 
taxes propcir as against the other manifestations of the taxing- 
power is general bcmefit as against measurabk‘ special biau^fit. 
If we name the first kind taxes, we might indet'd give to the sia*- 
ond kind some generic name. Special assessmimts would then 
be simply a distinct sub-class. But they are so extrem(‘ly im])or- 
tant and so far overshadow all the other cas(\s of special beau'fit 
tak(‘n together, that it seems advisable to i)ut them into a sc'pa- 
rate category. Especially in the United State's, where the judges 
are just beginning to wrestle with tlu' actual j)robl('ins, it would 
t('nd to confuse rather than to clarify, if we put special assess- 
numts and cab lice'iises, for instance, into the same^aitegory. 
Let us then attempt to point out in what respects special asJ^ess- 
ments differ from fees. 

In the first place, special assessments are levied only for 
spc'cific local improvements: fees may be levied for any services. 
Th(‘ field of operation of special assessments is restricted; that 
of fees is unrestricted. 

Secondly, special assessments are paid once and for all ; fees are 
paid periodically, according to each successive service. Th(' 
only qualifications to this statement are that special assessmc'iits 
may, in a few cases, be spread over a longer period, and may then 
be paj^able by regular instalments;^ while, on the other hand, 
a fee is of course paid only once if the service is demanded 
only once, as in the case of a marriage fee. That, howe vcT, 
does not invalidate the distinction. In the special assessment 
the payment is capitalized in a lump sum, payable generally at 
once, but occasionally by instalments; in the fee, on the other 
hand, the payment is, so to speak, fragmentary and irregular. 
In a given case there may be a choice of methods. For instances 

* C/. the New York Law of 1912, chap. 372, which provides that if the 
assessment exceeds five per cent of the tax valuation for the preceding j ear, 
the collector shall di-sdde the assessment into ten instalments, as nearly 
equal as may be. Each instalment after the first is to bear five per cent 
interest until due, and seven per cent thereafter until paid. 
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in constructing a bridge, the cost may be defrayed either by levy- 
ing a special assessment on the owners of the abutting property 
or by charging tolls on those using the bridge, who are presum- 
ably in great part also the owners of abutting property or their 
friends and dependents. If the benefits redound in greater part 
to these property owners, the cost should be paid by a spc'cial 
assessment; if the benefits redound in greater part- to individuals 
who are not property owmers, the cost should be paid by a fee 
(toll) ; if the benefits are so wide-spread that the whole commu- 
nity is almost equally interested, the cost should be paid by 
neither a special assessment nor a fee, but by a general tax. 

^ Thirdly, a fee is levied on an individual as such: a special 
^ assessment is levied on an individual as a member of a (jlass. 
That is, in the case of special assessments there must always be 
an assessment area over which the whole assessment is kwied, 
to be then further distributed according to a definite rule of 
apportionment. It is, for instance, a settled rule of the American 
law, that in assessing benefits the assessors cannot restrict 
themselves to the cost of the improvement in front of a partic- 
ular lot.^ In the case of a fee, on the other hand, the govern- 
ment looks not to a class or to an 4irea, but to the separate 
individual. 

Fourthly, a special assessment must always involve a benefit 
to real estate: a fee is paid for a service which may benefit other 
elements than real estate, such as personal property, or other 
attributes of the individual without any reference to property. 

There is one further distinction, which, however, is more 
imaginary than real. It might be maintained that special 
assessments are like direct taxes, and fees like indirect taxes, 
in the sense of taxes on consumption or on acts and communica- 
tion, because the former are compulsory and the latter voluntary. 
But this distinction is badly expressed, and really untenable; 
for, notwithstanding the contrary statement, which has fre- 
quently been made, indirect taxes are not a whit more voluntary 
than direct taxes. It is true that if a man chooses to go without 
tobacco he may escape the tobacco tax; but it is equally true 
that if a man chooses to go without certain kinds of property 
or income, he may escape to that extent the property tax or 
the income tax. Indirect as well as direct taxes are compulsory, 
not voluntary, contributions. In the same way, there is no truth 
in the statement that a fee is voluntary and a special assessment 
Ex parte Mayor of Albany, 23 Wend. 277. 
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compulsory. It is true that we do not need to pay a peddler’s 
license fee if we do not care to peddle; but, on the other iiand, 
we do not need to pay a special assessment if we do not care to 
own the land. Further, when the payment of a fee is connected 
with ncc^essary every-day transactions, as are mortgage rc^gis- 
tratioiis fees or marriage fees, there can be no question of the 
compulsory nature of the transaction. Birth and death cannot 
well be termed voluntary actions; yet a registration fee for a 
birth or death certificate does not differ in character from any 
other fee. F'ees and special assessments, indirect and direct 
taxes, are all compulsory contributions.^ 

It is clear, then, that there is a line of distinction betwi^en 
fecis and special asscvssments, although not so sharp as Ix'tween 
fee's and spe(*ial asse\ssments on the one hand and taxc's on the 
other. Tlu're is no dangcT of confusing them in practice; yet 
V(‘ry little has been done to differentiate them in th(‘ory. Even 
Wagner, though (compelled in the last ('dition of his work to 
riicognize the existence of Beiirdgc,^^ mentions them in a 
f(‘W lines as merely an unimportant addendum to fees. Of 
course, it would be easy to follow Professor Bastable’s example, 
and deny the existence of fees as a separate class, in order to 
avoid the ^‘cre.ation of a distinct group of state receipts co- 
ordinate with that derived from taxation.” ^ But even he, 
when confronted with the existence of special assessments, 
will have to revise his classification, and create at least one 
^‘distinct group co-ordinate with” taxes. And if this one 
group is separated from taxes, it will be difficult to refuse to 
cut off another group, for the arguments that apply in the one 
case apply equally well in the other. ^ 

V. Prices 

We now come to a final problem which has given rise to 
considerable difficulty. Where shall we class the payments 
made for services rendered by certain governmental enter- 
prises, like canals, postoffice, telegraph and railroads? Arc 
they taxes, are they fees, are they compulsory payments at 

^ Neumann, who is the only writer to attempt a distinction between fees 
and special assessments, makes it turn on a very dubious distinction be- 
tAveen direct and indirect taxes. Die Steuer und das dffentliche I nleresse, pp. 
327, 334. 

2 Public Finance, p. 221. 

® Professor Plchn, Introdwiionto Public Finance, New York, 3d ed., 1909, 
p. 354, prefers to consider special assessments as a class of fees. On the other 
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all, or arc they not rather to be called prices, and classed with 
the contractual income of the state? 

Some writers say that if the government goes into a public bus- 
iness, like the postoflfice, the charges are compulsory ; but that if 
it goes into a private business, like a shoe factory or a coal yard, 
the revenue belongs to the industrial domain. This seems to be a 
decided mistake; for there is no such sharp line of demarcation 
betwei'n a naturally public and a naturally private business. 
Everything depends on the view taken for the time being as to 
the policy of governmental interference. The postofFict^ is every- 
where in the hands of the government, simply because the 
enterprise arose at a time when there was no dispute over the 
policy. The telegraph, the telephone, and still more the rail- 
road are controlled by the government in some countries, and 
by individuals in other countries, })ecause these industries 
developed after the discussion as to the limits of governmental 
interference arose. Where shall we put the gas industry, which 
in some municipalities is a public, and in others a private, 
business? Where sliall we put the water-supply and the street- 
railway business? Some countries have monopolies of the 
manufacture of salt and of tobacco, which are tln^n rcigarded 
as modes of taxing th(^ people who use salt and tol)acco. Would 
there be any difference; in princi})le if the; government went 
into the coal business or into the shoe business, in order to 
tax the people using coal or shoes? It might indeed be very 
bad policy for the government to extend its functions; but 
there is no natural and immutable line of cleavage between 
a public and a private' business, between a monopoly of tobacco 
and a monopoly of bread or of iron. The limit is always fixed in 
accordance with temporary public feeling a^s to the proper social 
policy; but the question as to how far vital public interests 
are at stake has been answered, and will always be answered, 
differently in different countries and in different ages. 

The distinction, therefore, is not, as most writers have as- 
sumed, dependent on the nature of the enterprise.^ As a matter 

hand, my contention has now been accepted by Leroy-Beaulicu, TraiU 
de la science des finances, 6th ed., 1899, vol. i., chap, vii.; Graziani, Istitu- 
zioni di Scienza delle Finanze, 2d ed., 1911, p, 193; Nicholson, Principles 
of Political Economy, iii., 282; H. C. Adams, The Science of Finance, 1899, 
p. 227, and T. K. IJrdahl, The Fee System in the U. S., 1898, p. GO. 

^ For instance, Wagner classes telegraph and postal charges among fees, 
railroad charges among industrial revenues. Schall limits fees to services 
for ' ‘ essential state purposes ^ ^ {wesenUiche Staatszwecken) . Compare Sch6n- 
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of fact, the payment for ihi) same service may be a price in 
one state, a fee in a second, or a tax in a third. The explana 
tion of the difficulty is to })e sought in an elaboration of the 
very principle which has just been employed to siiow the dih 
ference between special asst^ssments, fees and taxes. In othc^r 
words, the (iontrolling consideration in the classification of 
public rewenues is not so much the conditions attending the 
action of govc'rnrnent or the kinds of business conducted by 
the governnu^nt as the economic r(‘lations ('xisting between the 
individual and tlu^ government. 

Let us attempt to make this clear by taking up in turn the 
various classes of rev(‘nue. 

The simplest (^ase arises when governmcait d(‘cides to go 
into a j)urely j)rivate business. Th(‘ govc'rnincmt se('s private 
individuals making moiK'y out of certain occupations, and 
considers why it also should not do likewise. It therefore 
enters upon the business, and conducts it in precisely the same 
way as would an individual. Such instan(a\s were v(Ty common 
in former time's, when governments carried on all kinds of 
private occupatiems, sue*h as manufacturing pottery, loaning 
money, or conducting commere'ial enterprises; but in modern 
time's this has bece)me le\ss usual. Many states, neverthe'le\ss, 
still e)wn re'al estate, e'ither renting or utilizing it and selling 
the proeluce' in the e)i)en market; some states still carry on a 
l)anking lousiness; and others deal in commoelitie\s, like Holland 
in tobacen. Chili in guano, anel India in opium. In all such 
eaises the chief e’onside'ration with the goveTnment is fiscal; 
anel the charges are precisely the same as woulel be made by 
private inelivieluals. In fixing the price, the government is 
actuated by the same motives that obtain in i)rivate business, 
whe^ther the busine'ss be competitive or monopolistic. It is 
immaterial te> the purchaser whether he buys from the state or 
from a private person; for he has to pay the same in each case. 
The commodity or service supplies his own private wants, 
and tliere is nothing public about the transaction excc'pt the 
mere accident that the seller is a publics agent rather than a pri- 
vate person. The charge made by the government is th('refore 
a ^i^n-private price; it is a purely contractual payment, resting 

berg’s Handbuch cicr politischen Oekonomie, iii. (3d edition), p. 98. Roscher 
(Finanzxvissenschnflf p. 22) and Vocke {Die Abgahen^ Aufl.agen and die 
Steuer, pp. 223-505) also except payments for post, telegraph and railroads 
from the category of fees. 
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on an agreement between the government and the purchaser. 
The special benefit which the individual receives is to him the 
controlling consideration; and the matter of general interest 
or of public purpose is only an incidental matter. 

We now come to the next case, where the government de- 
cides, for special reasons not purely fiscal, to enter upon certain 
enterprises which have more or less of an industrial nature. 
It is found by experience that the retention of these enterprises 
in unregulated private hands is not thoroughly satisfactory. 
Th(‘ governmc'iit, there^fore, either leaves these occupations to 
])rivate initiative, but subject to careful regulation, or takes 
siK^h busin(»ss into its own hands. The reason for interference 
is not public gain, but public policy; it is now a matter of 
common intcwst, and no longer purely and solely of private 
interest. 

The familiar examples of such enterprises are the postoffice, 
the t('legraph, the telephone, tlie railway, the water, gas and 
electric-light supply. These are often called economic monop- 
olies, because in them through the working of economic forces 
competition tends to become entirely inoperative. In most 
cases, too, they can be carried on only in virtue of some priv- 
ilege or franchise conferred by the government. The public 
interest is therefore admittedly strong; and whether it takes 
the shape of governmental regulation or of governmental owner- 
ship is, for our special purpose, immaterial. 

Let us assume the latter case. The problem then arises: 
What is the nature of the charge made by the government 
for the service or for the commodity which results from the 
operation of these enterprises? 

The chief point is still the private interest of the individufil. a 
H e buys his gas of his telegraph service to satisfy his private 
wants, very much as he would buy it from any individual or 
corporation. But a new element has entered, — the element 
of public interest, the satisfaction of the wants which one feels 
as a member of the community. The very reason why these 
enterprises have been made government enterprises is that 
the individuals who compose the community feel that they 
have a common, public interest in the assumption of the business 
by the government. They believe in municipal water-supply, 
for instance, because they are convinced for various reasons 
that this business ought not to be h^ft in private hands. The 
government, indeed, may make a charge, which is undoubtedly 
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a price paid by the individual; but it differs fr(3m private prices. 
In the case of the private business the monopoly seeks only 
the greatest possible profits; in the case of the public monopoly 
the government seeks the greatest possible public utility. 
Even when the government makes a high charge, it does not 
aim simply at the maximum monopoly profits; for the public 
element always modifies the charges in some particular. If 
it did not so modify the charges, or at all events give better 
facilities for the same (diarge, there would be no reason for 
the assumption of the busint\ss by the public. 

The charge to the individual is thus a price; but, instc'ad/' 
of being g^^as^-p^ivate, it is now a public price. ^ The relation 
of the government to the individual is not the same as in the 
preceding case. The special benefit to the individual, although 
it is still preponderant, is relatively less; the public purpose has 
become of more importance. 

We come now to the n^ally important point : The feelings of the 
citizens may undergo a further change, and the government may 
conclude to manage the enterprise in a different way. The ele- 
ment of private interest or special benefit may diminish, mid the 
feeling of public interest may increase so as to become the 
controlling consideration. The government, because of these 
changed conditions, will now decide no longer to run the busi- 
ness on the principle of profits. It will reduce the charges some- 
what, so as perhaps only to cover the cost of operation, or not 
even to cover this cost. While it will still roughly endeavor 
to charge each individual according to the benefit he derives, 
it will still further modify these charges in the direction of the 
public interest, charging less to those who can afford it less. In 
other words, special benefit to the individual is still measurable 
and charged for; but since the common interest of the commu- 
nity is now of more importance, the charge for special benefit 
may be slightly modified by other considerations, as in the case of 
the postal service, where newspapers arc put into a lower class 

^Professor Plehn prefers the term ‘’rates” to “prices” on the ground 
that we ordinarily speak of water rates, telegraph rates and the like. In- 
, troduction to Public Finance, 3d ed., 1909, pp. 88-89. To this, however, there 
is a double objection — first because the usage' is by no mt?ans universal— wit- 
ness water “rents,” telephone “tolls,” railway “fares,” etc., and second, be- 
cause in countries like England they would at once be confused with the 
local “rates” or taxes. — The United States Census Bureau’s Classifica- 
tion of Public Bevenues as published in the volume on Wealth, Debt and 
Taxation (Twelfth Census, 1907) accepts the category of public prices. 



426 


ESSAYS IN TAXATION 


than letters. The charge to the individual has now become a 
fee. 

Finally, another change may occur. The citizens may becomes 
convinced that the pul)lic purpose has be(*ome th(^ exclusive 
consideration, and that the special interest of tlie individual is 
swallowc'd up in the general interest. The government will now 
entirely abandon the principle of (‘barging according to special 
benefit for one of two other methods: it will eitluT make no 
charge at all to the individual for the special service; or, if it 
still makes a slight charge^, it will levy this not according to the 
principle of special benc'fits, but primarily according to the 
principle of faculty or ability to pay. The expcaiditure must 
indeed be defraj^ed, but it will now be mc^t by a general charge 
on the whole community, or by a (charge upon that section of 
the community which avails its(4f of the service; but (wem in 
the latter case it will not measure th(' sp(‘cial charge to the indi- 
vidual by the bcaiefits he may piTsonally n‘ceiv('. In otlu'r 
words, the paymimt is now a tax — in some (‘ases general, in 
others special. 

Let us illustrate this process: Whih' a railway is in private 
hands, the individual traveller or ship])er pays a private price. 
If the government buys up the railways and manages them in 
precisely the same wa}^ the paymemt made by the individual is 
still a price' — a g^/a^rZ-private price, b(‘caus(‘ demanded by the 
government acting as if it were a private party. But the govern- 
ment, although it still seeks to make a profit, is likely soon to 
introduce some changes in the public intercsst. Because of the 
resulting changed relations betweem the enterprise and the pa- 
tron, the payment becomes a publics price. After a short time 
the government may reduce its charges consid (drably, barely 
covering the cost, and may modify them still further in regard 
to individuals or to sections of the country by considerations of 
public policy. The payment is then practically a h^e or toll. 
Finally, the demand may be made in the public interest, as in 
Australia to-day, for fre^e railway travel. The payment then 
made by the community to dc'fray the gratuitous railway serv- 
ice would be a tax. In the case of the common highways and 
the canals, this same evolution is disc^emible; and the final stage 
of free travel has actually been n^ached. 

As another illustration take the water-supply. At first often 
in the hands of a private company, it may then be managed by 
the city, but according to the same principles. Every one pays 
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in proportion to his consumption, but pays more than it costs 
the city to supply the water; the enterprise is managed on the 
principle of profits. Then comes a change. The city, still charg- 
ing according to consumption, limits its charges to cost. Then 
often comes another change; and the city, while still trying to 
make both ends meet, often charges each individual a lump sum, 
but makes the riclu^r consumer pay more than the poorer, even 
though he consumes no more. Finally, we reach the stage 
already attained in some European cities, and also demanded 
for Detroit by Mayor Pingree, where the water is supplied to 
the citizens without charge, and wherci the expense of water- 
supply is put in the same category as the expense of street clean- 
ing. The charge for wat(T-supply has thus run through the 
various stages— private price, gua.s*i-private price, public price, 
fee, and tax. Some cities, indeed, may have jumped over the 
intermediate stages, may have started with the final stage, or 
may never have reached this stage. In fact, although this is 
unusual, the* j)rinciple of development may even be? reversed, 
the public interest may lag. and the methods of i:)rivate manage- 
ment may again be introelucerl. The principle itself is, however, 
everywhere' discernible, whe'ther it works forward, as it usually 
eloes, or bae'kwarel, as in sejme exceptiemal cases. 

Again, at the preseait time the charge for a pe)stal stamp, like 
a canal e)r roael toll, is alme)st everywhere a fen; ^ye^t the charge 
might be se) high that the special beaieTit woulel become a special 
burden, and t h(' payments woulel beceane taxes on communica- 
tion or on transportation. This was very common in former 
times. Highways were at first in private hands, anel the charge 
was an e'xtortion levied by the feudal lord. Later the charge 
be^came a monopoly tax on transportation ; then it b(‘came a toll; 
until to-day the charges have generally disappeared, and the 
highways are manager! on the principle of gratuitous service, 
and are supported out of the proceeds of a general tax. 

What has been saiel of the railway and of the water-supply, 
of the postal anel of the highway systems, may be repeater! e)f 
all other governmental enterprises — the canal, the telegraph, the 

^ As early as 1705 Benjamin Franklin perceived, in part at least, the differ- 
ence between a fe^e and a tax. In reply to the question of the parliamen- 
tary committee, “Is not the post-office a tax as well as a regulation? ” he 
replied, “No; the money paid for the postage of a letter is not of the nature 
of a tax: it is merely a quantum meruit for a service done.’^ Dowell, 
tory of Taxation and Taxe^ in Englandy ii., p. 46. Franklin, however, failed 
to see that it might become a tax. 
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telephone, the gas and the electric light, the horse railway 
and the trolley line, the docks, the markets and the ferries. 
Moreover, if the socialistic scheme is ever introduced, the vsame 
principle will apply to all the cases of governmental miinage- 
ment of what once were private enterprise. Whether the govern- 
ment ought to assum(‘ these enterprises is, of course, a question 
quite apart from this discussion of the economic and fiscal nature 
of the payments mad(‘ by the citizens. 

The demands mad(' by government for supplying the individ- . 
ual with commodities or services differ in character, then, accord- 
ing to the economic; reflations bcftwecn the governmemt and the 
individual. Just as a fc'e may bcfcomcf a tax,- so it may becorncf a 
price and vice verm. Wliile a price can newer be a tax, the pay- 
ment for the same service may take the form of a price in one 
state, a fee in a se'cond, and a tax in a third. The real test is the 
economic relation betwcfcm the individual and the govcfniment, 
and the redative strength of the individual private interest as 
compared with the common or public interest. 

While there is thus a cle^ar distinction, chiefly of degree, be- 
twee^n a price and a fee, and bedwefen a fee and a tax, we find 
in actual life some payments which combine separate elemients, 
and which it is difficult for anyone but a trained observer to 
classify. Take, for instance, the combination of price and of 
tax. If the liquor busincfss is in private hands and the govern- 
ment imposes a tax on each glass sold, the individual pays a 
certain amount which includc's both prie*e and tax. If the price 
of a gltuss of liquor was five cents and the government levies a 
tax of one cent, the individual pays six cents, of which five is 
the price, and one is the tax. When the government has a mo- 
nopoly of the liquor manufacture or trade, as in some countries, 
the relation is exactly the same, and the charge may be even 
more than six cents. In fact, that is generally the reason why 
the monopoly is introduced; but it is only the surplus over five 
cents that is the real tax. The same reasoning applies to other 
fiscal monopolies, like the tobacco or the sugar or the salt monop- 
oly ; the amount which the individual pays over and above what 
he would have to pay to a private vendor is the indirect tax. 
This might be true also of the charges for railway or for water- 
supply; but at present rarely applies, because they are not fiscal 
monopolies. They may be monopolized by the government; 
but in almost every case the object is not to raise the price, but 
to diminish the price — not to make profits, but to secure general 



THE CLASSIFICATION OF PUBLIC REVENUES 429 


social utility. Yet just as the French and Italian governments 
impose taxes on the private railway tickets, the amount of which 
is separately printed, thus enabling the purchaser to distinguish 
between the price and the tax, the distinction might be made if 
th(^ railways were owned and managed by the government. 
The pa 3 ancnts would be economically separable. 

In the same way, as has already been abundantly illustrated, 
a given payment may include a fee and a tax. Govc^rnments, 
however, do not usually make this sharp distinction. For in- 
vstancre, some American states speak of insuranc'e fees; other states 
call the identical payments insurance taxes. In some of the 
Southern states agricultural fens are somc^times calleHl fertilizer 
taxes; and on the continent the te'rms ^Tees” and ''taxes’’ are 
often indiseTiminately applie^d. Practically^ this may ne)t always 
be of great importance; but in theory the distinction is clear, 
and it is beginning to be recognizeel by the courts. 

A more difficult *‘ind more confusing case arises when one 
pfiyrnent is lewied in the^ form of another, as when a public price 
is levieMl in the' shape of a tax. Take for instance the water or 
the' gas supply. In Europe, when the' towns bought out the 
private water or gas companies, they at first cemtinued, as some 
do yet, to charge according to inelividual consumption. In some 
cases, however, for purposes of convenie'iice, they assumed that 
each he)Use'hold would use a certain quantity; anel as some of 
the local taxes were levied on the occupier, they simply added a 
certain amount to the tax, as in some English towns where a spe- 
cial water rate is levied like the other local rates, or as in Austria 
where an addition is made to the local tax on house rtmt. The 
payment is nev('rtheless a price, and not a tax; for if more than 
the assumed normal quantity is used by anyone, especially by a 
business man or by a factory-owner, the charges are increased 
according to the consumption. If the charges were reduced, or 
if all idea of special benefit were abandoned and the charge were 
assessed on the whole community or on a part of community 
irrespective of the relative quantities consumed, then the pay- 
ment might become a fee or even a tax, whether general or 
special. As a matter of fact, however, in most places to-day the 
payment is still a price, even though sometimes levied in the 
shape of a tax. Thus, the English have a separate class of munic- 
ipal revenues called income from "gas and water undertakings,” 
which shows that the distinction is dimly recognized. In New 
York the charge for Croton water is technically called the "water 
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rate/^ or ^'water rent/^ although most people call it the water 
tax, and confound it with a genuine tax. Here, it is true, this 
“rate^^ is paid separately; but in some of the European cities, 
for purposes of convenience, it is simply added to an existing 
tax. Nevertheless so long as the economic relation of individual 
to the government is different, the charges, even though con- 
fused under the same appellation, are really distinct. 


VI. Conchisions 

To sum up the preceding discussion, we find that under 
actual conditions all public revenues are either gratuitous, 
contractual or compulsory (contributions; that the compulsory 
contributions are k'vied in virtue of the power of ernin(‘nt 
domain, of the pc'ual })ower (either as a separate power or as 
the fiscally important part of the police powta), or of the taxing 
power; and, finally, that the taxing power manifests itself in 
three forms of fees, special assessments and taxes. 

In rc'gard to the charges known as prices, there is no doubt 
that we must put c[uasi-private prices undcT the head of con- 
tractual payments; but public prices — the charges made for in- 
dustrial enterprises under certain conditions — occupy a middle 
position, and might be called semi-compulsory. If the gov- 
ernment manages an enterprise just like an individual, the 
price is virtually a contractual payment; if the government 
makes the whole community or part of the community pay, it 
is a compulsory payment; but if the government employs the 
intermediate principle of charge, the f)ayment is neither wholly 
contractual nor wholly compulsory, but contains elements of 
each. The classification would then be as follows: — 


a i 

P ^ 
^ 1 


Gratuitous Gifts. 

C'outractual . Public Property and Industry Prices. 

Pmiricnt Domain .... Exf)roj)riation. 

Pinal Power Finc's and Penalties. 

(k^mpuFory j Fees. 

Taxing Power . . . . • Sjx‘cial Assessincuits. 

Taxes. 


But if the real distinction is, as we have suggested, the 
economic relation of the individual to the government-, the 
classification of charges would depend upon the importance 
of the individual interest measured by the special benefit to 
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the individual, as companjd with the common interest or public 
purpose measured l)y the ability of the individual to contribute 
to public charge's. In the one case the individual is the chief 
or only factor; in the other case the individual sinks his own 
importan(‘e in the common welfare of the community, and what- 
ever bene^fits he derives come to him only incidentally as a 
re'sult e)f his membership in the community. At one extreme* 
lie' ])rices, which de'pe'iiei upon the relation of the government 
to sorrier partieailar industry or individual; at the other extre'me 
lie* taxe's, wliiedi de*pend upon the relation of the government 
to all inelustries ejr individuals; midway betweem the'se extremes 
lie fees. From this point of view, if we omit, as of no importance, 
expropriations and fines, there are only three great classes: viz., 
])rices, fees and taxes. The essential characteristic of a fee is 
the existe'iKK* of a measurable special bemefit, together with 
a predominant public purpose: the absence of public purpose 
mak('s the payment a price; the absence of special benefit 
mak(*s it a tax. 

As th(*se elements are, however, present in varying degree 
in different payments, the charges shade off into ea(*h other 
almost imperceptibly, forming intermediate classes wiiich are 
of great pra(‘tical import-iince. Thus the public price has certain 
(iements of the price and certain elements of the fee; but it is 
of sufficient im})ortance to warrant its separation in a distinct 
(*at(*gory. Again, as we have seen, a special assessment has 
many points in common with the fee, but has a decided signif- 
icance of its own. Our final classification would then be as 
follows: — 

1. Specnal benefit the ex- Public purpose inci- Quasi-private Price. 

elusive consideration. dental. 

2. Ta'ss special benefit, al- Public purpose of Public Price. 

thoue;h still prepon- some importance. 

(k'rant. 

3. Si)ecial benefit meas- Public purpose of Fee. 

urable. still greater im- 

portance. 

4. Special benefits still Public purpose the Special Assess- 

assumed. controlling consid- ment. 

eration. 

5. Sp(K*ial benefits only Public purpose the Tax. 

an incidental result. exclusive consider- 

ation, principle of 
faculty or ability. 
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The above classification would result in the following defini- 
tions : — 

A quad-private price is a voluntary payment made by an 
individual for a service or commodity sold by the government 
ill the same way as a private individual would sell. 

A public price is a payment made by an individual for a service 
or commodity sold by the government primarily for the special 
benefit of the individual, but secondarily in the interest of the 
community. 

A fee is a payment to defray the cost of each recurring service 
undertaken by the government primarily in the public interest, 
but conferring a measurable special advantage on the fee-payer. 

A spedal assessment is a payment made once and for all to 
defray the cost of a specific improvident to property undertaken 
in the public interest, and levied by tiie government in propor- 
tion to the particular benefit accruing to the property owner. 

A tax is a compulsory contribution from the person to the 
government to di'fray the expenses incurred in the common 
interest of all, without reference to special benefits conferred. 

Note to 9th ed. The classification 8(»t forth in the above pages has now, 
it may be said, been accepted by virtually all iiiip)ortant writers. The most, 
detailed work in the last two decades has been done by Italian wTiters. 
Cy. notably as to special iissessments P. Jannaccone, / Iributi spedali 
nella scienza delle finanze, Torino, 190.5; as to fees, A. Vita, Lc laasc uvUn 
dottrina scienlifica, Milan, 1911; and as to prices Salvatore Majoranji, 
Im cla^sificaziom delle publiche entrate dei prezzi, Rome, 1920. The latter 
writer compares at some length my suggestions with these of Einaudi who 
makes a triple, and somewhat different division into private, quasi-private 
and public prices. 



CHAPTER XV 


THE BETTERMENT TAX 

It has often happened that the R'chnical name of a new custom 
has been borrowed from abroad; but it is rare to find a foreign 
institution described by an exceedingly uncommon term, which 
is then naturalized on the assumption that foreign usage is 
being followed. This, however, is the case with the “Better- 
ment Tax” in England. The institution is indeed found in 
Ameri(‘a, but the name is unusual there. Exactly when and how 
the term came to be introduced into England is uncertain; ^ but 
nine out of ten Englishmen, when using tlie expression, think 
that they are following the American custom. The term has 
now become so current in England that it may be considered 
as firmly established. 

1. The Origin 

The principle of betterment has recently been defined by 
an official commission as “the principle that persons whose 
property has clearly been increased in market value by an im- 
provement effected by local authorities, should specially contrib- 
ute to the cost of the improvement.” - Another official report 
deals specifically with “ assessments according to benefits (better- 
ment or amelioration),” and defines the custom as “assessment 
according to benefits, and the interception by charge upon prop- 
erty of a portion of the value added to such pro]^erty by the 
expenditure of public money for improvement.” ^ To all Ameri- 
cans it will be apparent at once that what we are dealing with is 
nothing but the system of special assessments. 

^ The Duke of Argyll, in a speech in the House of Lords, referred to it as 
an “absurd, foreign and vulgar” word. Mr. Baumann, on the other hand, 
,8ays: “The word is respectable,” but “the thing is not.” Almost the only 
state in America where the term “betterment tax” is to be found is Massa- 
chusetts: and even this is true mtiinly of the earlier laws and cases. 

2 Report from the Select Committee of the House of Lords on Town Im- 
provements (Betterment) y 1894. 

® Orange Book of the London County Council^ entitled Precedents of Assess^ 
ment according to Benefits, 1893. 
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What appears almost self-evident to Americans is hotly dis- 
puted in England. In the United States the local taxes, so far 
as real estate is concerned, are imposed on the owner of tli(‘ land; 
in England the loc^al rates, as they are called, are hwied on the 
occupier. In the United Statens the tax is assesscnl on all lands; 
in England it is ass('ss(‘d only on productive or rent-yielding land. 
In the United States, therefore, it was (comparatively easy to 
add to the existing tax on the proprietor this newer system of 
charge's; in England the process is more difficult, because' it 
implic's not only a change in the princii)le of charg(', but also a 
change in the method of assessment. Not the occupier but the 
owner of the land, is to be directly n'achcal. Thus the' proposal, 
which in America is regardc'd as in harmony wit h vested int('rests, 
is viewed by its opponents in England as an attack on the rights 
of private property. 

Yet, curious as it may seem, the levy of assessments for 
special benefits is an old English custom. In 1602,^ an act 
was passed to authorize the widc'ning of certain strei'ts in West- 
minster and providing for the defrayal of the cost by volun- 
tary subscriptions. In case this should not suffice, the commis- 
sioners to lay out the streets were empowered to charge' the 
owners of the property in proportion to the benefits rec('iv(‘d.^ 
The important clause reads: 

^ It is worthy of note that two cases on b('tterment, prior to tlio law of 
1602 have been discovered. The first is the liomiK'y Marsh case in 1250. 
This referred to th(' rej)air of sea-walls. The ordinance i)rovidcd that the 
officials should “measure by acr(*s all the lands and ti'nenif'nts which are 
subject to dangcT within said inarsh^' and then “having respect to the 
quantity of the walls, lands and tenements which are subjta't to peril . . . 
shall ordain how much appertaineth to every one to uphold and rc^pair 
the same walls. Cf, Cannan, History of Local Rates in England^ 1912, p. 11, 

The second case is that of improving the rivers Lea and Thames in 1(K)5. 
The law providas “for clearing the passage by water from I.iOndon to . . . 
Oxford” and says: “For that it is rea-sonable, just and equal that those who 
partake in the benefit of any good work should in fit proportion contribute 
to the costs and charges thereof: . . . the commissioners . . . shall have 
power . . . to tax and assess . . . such of the inhabitants ... as shall 
in their opinion be likely to receive ease or benefit by the said pjissage.” 

As to other alleged cases of precedents for bettcmient charges see irfra^ 
pp. 439-441. For the earlier Dutch precedent see mjm^ p. 436. Somewhat 
analogous was the mediaeval pavage as found in Paris, c. {/., in the four- 
teenth century and later. Cf. M. G. Grandjean, Obligations ct taxes de 
pavage et trottoirs. Andens usages^ legislation^ doctrine et jurisprudence 
actmUes. Paris, 1919, esp. pp. 13 et se.q. 

2 13 and 14 Chas. II., chap. 2, sec. 29. 
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'^Aiid whereas, the houses that remain standing . . . will receive 
much advantage in the value of their rents by the liberty of ayr and 
free recourse for trade and other conveniences by such enlargement, 
it is enacted . . . that ... a jury . . . shall . . . judge and assess 
uf)oii the owners and occupiers of such houses, such competent sum or 
sums of money or annual rent, in consideration of such improvement 
and renovation as in reason and good conscience they shall judge and 
think fit.’^ 

Five years late^r a similar act was passed, to provide for the 
rebuilding of th(^ city of London after the great fire. This con- 
tained an almost verbal repetition of the clause just cited. Tlu' 
(•hanges were: first, that the charge was then to be made “in 
consideration of such improvement and melioration,^^ instead 
of “improvement and renovation'^; and, secondly, that, whereas 
th(‘ (‘harge of 1662 wan to be assessed on the owners and occu- 
piers," the new charge was to be levied on the “owners and 
oth(‘rs interested, of and in such houses," according to “their 
several interests." ^ That this law was not a mere dead letter is 
shown by a passages in Fepys' Diary where the actual operation 
of “th(‘ Ixaiefit of the melioration" is interestingly described. “ 

Thus, over two hundred years ago the principle over which 
so eariK'st a contest is now being waged was in full operation 
and in the very city where it is velu^mently assailed as an unjust 
syst('m of fori'ign importation. 

The law of 1667 is interesting in another respect. Not only 
w(Te n(‘W streets t.o be laid out, but the commissioners were (un- 
pow(Ted to d(‘sign and set out “the numbers and places for all 
common sewers, drains and vaults, and the order and manner 
of paving and pitching the streets and lanes within the said city 
or liberties thereof." Then follows the significant section:'*^ — 

“ For the better effecting thereof, it shall . . . Ix' lawful ... to 
imj)os(i any reasonable tax upon all houses within the said city or 
li})(‘rtics thereof, in ])roportion to the benefit they shall receive thereby, 
for and towards the new making, cutting, altering, enlarging, amend- 
ing, cleansing, and scouring all and singular the said vaults, drains, 
sewers, pavements and pitching aforesaid." 

Here not only is the word “benefit" used, but the charge is 
called a tax. Still more important is the fact that while the 

1 18 and 19 Chas. II., chap. 18, sec. 24. 

2 Pepys^ Diary, under date Dec. 3, 1667. The passage is quoted in the 
London County Councirs Orange Book of Precedents, p. 37. 

^ 19 Chas. II., chap. 3, sec. 20. 
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custom itself seems to have died out in England, this act was 
the model upon which was framed the first law providing for 
special assessments in America. The province law of 1691 of 
New York ^ followed the act of 1667 almost word for word; and 
from New York, the custom later spread all over the United 
States. The system of special assessments or ^‘betterment,” 
although it fell into disuse in the country of its origin,^ is thus 
primarily an English institution. 


II. Betterment and Taxation 

We now come to the question which really lies at the root of 
the whole controversy in England: Is the so-called “betterment 
tax” a true tax or “local rate”? What appears to be merely a 
question of terminology has led to a great deal of confusion. For 
if it is a tax or rate,'^ why should it be levied differently from 
other rates? And if it is not a tax or rate, under what authority 
can it be levied at all? 

We must revert, to what has already been said in a previous 
chapter, but it is necessary to discuss the subject somewhat 
more in detail. 

As we have already seen, when the state makes the individual 
give up a part of his property, it does so primarily through the 
power of taxation, which in this wider sense denotes a forced 
contrilmtion. Governments may levy, and have always levied, 

^ It is worthy of note, however, that we find two instances already in 
New Amsterdam in 1657 and 1660. The petition for paving the Heere 
Graft with stone asked ^‘that each one benefitted shall be made to pay a 
proportion of the expense.” See Paulding, Affairs and Men of New Am- 
s’erdam in the Time of Governor Stuyvesant, 1843, pp. 14 and 16. Special 
assessments seem to have been fairly common in the towms of the Low 
Country. In Utrecht we find them in 1659 and 1661 under the name of 
Meliorations (L e., betterments). They can be traced back as far as the 
middle of the sixteenth century. In 1558 e.g., they were employed by the 
town of Alkmaar to improve the market place. Eberstadt, Stadtebau und 
W ohnungswesen in Holland^ 1912-14, vol. ii., 76 et seq. 

2 In England we find during the eighteenth century several paving acts 
applicable to London which levy the entire cost, or two-thirds of the cost, 
of the paving on the abutting property owners. Cf. Cannan, op. dt.j 
pp. 128-129. 

3 Cannan, History of Local Rates in England^ p. 5, attempts to draw a 
distinction between rates and taxes when in reality he is merely distin- 
guishing between apportioned and percentage taxes. He is forc^ to the 
rather absurd conclusion that the national land tax in England is a rate) 
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these forced contributions according to different principles — 
either that of benefit, or that of ability. They may say to the 
individual: We are performing a special service for you, and 
shall make you pay for this peculiar bene^fit which you derive; 
or they may say: we are expending certain moneys in the public 
interest, and shall ask you to pay your share, according to your 
means. The latter payment is called a tax in the narrower 
sense of the w^ord. The question at once presents itself: Is not 
the former payment also a tax? 

The difficulty here arises from confounding special with gen- 
eral benefits. The theory of benefits or of protection is true in 
the sense that if the government taxes the people, it is in duty 
bound to protect them and to confer upon them the advantages 
of good government. That is what is meant in America by the 
doctrine of public purpose.’’ Taxes must be used for public 
purposes, and must confer upon the public the usual benefits of 
govt^rnrnent. But this is not the theory of benefit as the term is 
commonly employed. The theory of benefit claims that the 
government must give to each individual a return equivalent 
to the tax he has j^aid. If this means anything at all, it means 
that bc?nefit and taxation are correlative. In tliis sense, the 
claim is unfounded; for the government, when it levies a tax, 
nev(T guarantees to do a particular thing for the particular indi- 
vidual, or to confer upon him a special benefit. No one would be 
justified, U'gally or morally, in claiming a restitution of a tax 
bi'cause the action of the government was not worth (juite so 
inuch to him as he thinks it is worth to iiis neighbor. Tiic bene- 
fits of state action, for which a tax is paid, are quantitatively 
unmeasurable; or, so far as they may be measured, they accrue 
to the individual not as a special result, but as an incidental 
result, of his participation in the common weal. The benefits of 
the army, of the judicial system, of the consular and diplomatic 
S(^rvice, and of all the other objects for which expenditures 
are made and tiixes in general are levied, do not accrue to any 
on(‘ taxpayer more than to another. Even in local finance, where 
a general tax is levied to defray all the local expenditures, it 
cannot be maintained that the benefits arising from the action 
of the local judiciary, of the police, of the fire service, of the 
board of health, or of the other departments of local government 
are separately measurable for each individual. One may value 
the benefits greatly, while another may feel less interest in that 
particular branch of the administration; yet this cannot be per- 
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mittcd to change the measure of their obligations to the govern- 
ment. Every member of the community for which these 
expenditures are made must contribute to these expenditures 
in proportion to his means to pay. If the government neglect 
its duty and fail in protecting his person from violence or his 
property from fire or from destruction, he may use his political 
riglits in overturning or in improving the administration; but 
he has no shadow of a claim for a diminution of his tax rate. 
Protection and taxation, in this sense, are not correlative. 

We have thus far been dealing with general taxes, whether 
•federal, state or local. A general tax is a tax levied for general 
public purposes. But it may happen that government desires 
to raise money for some special purpose, and the tax is then 
called a special tax. Thus there may be a special tax levied upon 
the whole community to defray the cost of a war, or there may be 
a special local tax to defray the cost of some particular depart- 
ment. So, too, in a few of the American states, like New Jersey, 
we find not only a special school tax, but special taxes, of the 
same nature as the English local rates, for police or for lighting 
or for fire purposes. Here, indeed, a special section of the com- 
munity is singled out; and one area is subject to the j)oor rate, 
while perhaps another is subject to the watching or the lighting 
rate. The charge, however, is still a tax, levied according to the 
generally recognized criterion of ability; for although the par- 
ticular area which is benefited is put into a separate class, the 
benefits to the individuals of the class are general, not special, 
exclusive, or individual benefits. Although all the persons 
liable to this special tax are subject to the tax only because the 
section, as a whole, derives a benefit, yet each individual derives 
a benefit, if at all, simply as a member of the section; the govern- 
ment does not do any one particular thing for him, as apart 
from the other members of the section. The '' rate is a 
special tax as opposed to a general tax, because it defrays a 
special expenditure of government; but as to every one within 
the section, the tax is payable whether tlie particular individual 
receives much or little benefit. 

In the poor rate, for instance, the original law expressly pro- 
vided for assessments according to the ability of the parishioners, 
or, as it was subsequently expressed, ad statum et facultates of 
the inhabitants. The degree of benefit accruing to each rate- 
payer is immaterial ; for the rate is levied on all the inhabitants 
according to the English test of ability to pay, which was origi- 
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nally general property, but which has since then been confined 
to productive real estate. 

On this poor rate all the other local taxes, with only one or 
two exceptions, were built up. Of the church rate nothing more 
need be said, since it has always been imposed on the same prin- 
ciple as the poor rate.^ The sew(Ts rate was originally levied by 
a law of 1427, wliich, as well as its successor of 1531, does indexed 
speak of the benefits or advantages to b(^ derived. Some recemt 
writers have been misled by this statement into the beli('f that 
it is a precedent for the principle of betterment. A (‘areful 
reading of the original acts, however, proves that the benefit is 
jurisdictional only, i.e, that a certain district is to be selected 
where the inhabitants derive a Ixmefit from this governmental 
action, but that the rate or tax is to be assessed on each individual 
according to the quantity of his lands, irrespective of the degree 
of benefit conferre^d upon him.^ 

At that period tln^ test of ability to pay was the quantity of 
land, but later the t(‘st became the rental value of the land. 
It has, moreover, been repeatedly decided that the sewcTs ratx' 
must be levied on the principle of ability, so that the official 

^ The church rate is said formerly to have l)oen made by common <'stima- 
tion. ^‘What principle this common (‘stimation was founded on (lo(*8 not 
appear, but it was always undoubtedly in reference ad stalurn et facultatcs, 
that the burden was imposed.’’ Report of the Law Commissio?iers on Local 
Taxation, 1843, 8vo edition, p. 43. Cf. ibid., p. 22. 

2 The law of 1427 enjoins the commissioners ‘‘to enquire . . . by whose 
default such damages have there happened, and who doth hold lands and 
tenements, or hath any common of pasture or fishing in those parts, or else 
in any wise have, or may have, the defence, profit and safeguard, as well in 
peril nigh as from the same far off, by the walls, ditch(‘8, gutters, sewers, 
bridges, causeys and wears, and also hurt or commodity by tlu^ same 
trenches, and then to distrain all them for the quantity of their lands and 
tenements, either by the number of acres or by their plow lands, for the rate 
of the portion of their t enure, or for the (piantity of their common of past ure 
or fishing, together wit h the bailiffs of liberties and other places of the count y 
and places aforesaid.’’ 6 Hen. VI., chap. 4. 

The law then directs the commis.sion(Ts to make, repair, or cleanse or stop 
up the trenches, etc., “so that no tenants of lands or tenements . . . nor 
other of what condition, state or dignity, which have or may have defence, 
commodity and safeguard by the said walls, ditches, etc. ... or else any 
hurt by the same trenches . . . shall in anywise be si)ared.” Ibid., chap. 5. 

The law of 1531 contains almost the same words, and assesses the rate 
“after the quantity of their lands, tenements and rents, by the number of 
acres and purchase, after the rate of every person’s portion, tenure or 
profit.” 23 Hen. VIII., chap. v. There is no mention of any varying degree 
of benefit as the basis of the rate. 
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commission tells us that the sewers rate '^is commonly imposed 
in exactly the same manner^’ as the poor rate.^ 

Even American commentators have been led astray by the 
example of the sewers rate.“ It is true that landholders lying be- 
yond the area in question cannot be taxed, because they do not 
belong to the class; but the essemtial point is that all th(^ membt^rs 
of the class are taxed, not according to the benefits they receive, 
but according to their abilities. The official commission tells 
us explicitly: “It is an indispensable condition (of the sewers 
rate) that a person taxed may by possibility receive benefit from 
the expenditure of the tax, and therefore holders of mountainous 
or high ground which cannot be surrounded, are in general 
exempt. Stilly the exact measure of the benefit is not the measure 
of the liability to be taxed 

^ Report of the Poor Lavj Commissioners on Local Taxationy p. 22. 

^ Cooley, Taxation, chap. xx. Baumann, Betterment (1893), p. 6, cor- 
rectly enough calls attention to this: “It is most im})ortant not to confuso 
rating zones . . . with betterment. All the individuals within a rating zone 
pay the same proportion irrespective of the quantum of bencht which each 
individual may receive. But the quantum of benefit received by the indi- 
vidual is the essence of betterment. 

® Report of the Poor Imw Commissioners on Local TaxatioUy p. 65. The 
statement in the text is strictly true of the ordinary sewers rate. Yet in 
more recent ycare there is an occasional instance' of a charge under special 
sewers acts, where we find not only a separate area for the property bene- 
fited, but where it is permissible to levy a charge on each separate pie(‘e of 
land according to the benefits specially derived. These isolated examples 
would indeed be precedents for “betterment taxation’' or asses.smemt accord- 
ing to special benefit. So tlu; Metropolitan Sewers Act of 1848 gave the com- 
missioners power to levy the charge on the various “lands or tenements in 
proportion to the several lengths of frontage abutting on such sewer as afore- 
said or when all the lands or tenements specially benefited or drained by 
such works, or when in any other case an assessment according to frontage 
shall appear to the commi.ssioner inequitable, then in such proportion as the 
commissioner shall determine, such lands or tenements to be benefited by 
such work.” 11 and 12 Viet., chap, cxii., sec. 81. This is quoted in the 
Orange Book of the London County Council. But the compiler, Mr. Charles 
Harrison, does not always adequately distinguish between such cases and 
many of the other so-called precedents, where the matter of benefit is juris- 
dictional only. He may have been led astray by the Report of the Select 
Committee of the House of Lords on Comervancy Boards, 1877, no. 371, which 
accepted the statement of one of the witnesses of “the principle introduced 
by the statute of Henry VIII., and observed ever since, of taxing in propor- 
tion to the benefit conferred in each particular case.” See Report, vi. The 
statute of Henry VIII., as we now know, spoke only of a jurisdictional 
benefit. 

As to the later sewer acts, it has been repeatedly decided that “if prop- 
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A possible approximation to the principle of benefits is found 
in the English lighting and watching rates, where a distinction 
is drawn between land proper and improved property, and where 
the occupiers of land pay only one-third as much as the occupiers 
of houses and other buildings.^ Whether this act really had 
in mind the question of benefit at all is doubtful. The question 
assuredly played no roki in the adoption of the present rule under 
which the ordinary poor rate is charged upon only one-half 
of the rateable value of land. Even if the matter of benefit was 
considered in the lighting and watching rate act, it must be 
remembered that here there are still only two classes — lands 
and improvements — and that the charge upon the individual 
occupier is not proportioned to the special benefits he receives; 

erty is situate within the area benefited by the sewers, it must contribute 
without any refonaiee to the amount of benefit derived/' Sec Reg. vs. 
Head, B. & S. 419; 32 L. J. M. C. 115; 9 Jur. (N. S.) 871; 8 L. T. 708; 11 
W. R. 339. Cf. Boyle and Davies, 2' he Principles of Rating practically con- 
sidered, 1890, p. 42G. Cf. A. Crew, Rates and Ratingy 1924. 

Mr. Edwin Cannan, in his book mentioned above, which appeared since 
the above was originally published, seems to be guilty of the same confusion. 
In fact, he goes even further and seems to posit the benefit principle (better- 
ment) and the ability principle as two contrasted, but historically almost 
eciually valid bases of local taxation. Cf. The History of Local Rates in Eng- 
landy p. 50. As a matter of fact, however, with only two exceptions noted 
supra, p. 434, every one of the instances of so-called benefit rates which he 
adduc(^s is an example only of jurisdictional benefit. Thus the act providing 
for the rebuilding of the Scarboro pier in 1546, printed in full in Cannan, 
pp. 35-37, mentions only that if the pier were so repaired, all the lands and 
houses within the precincts of the town “might be set or letten for much 
greater rents or farms," and then proceeds to levy one-fifth of the rents on all 
owners irrespective of whether the particular rent was increased or not. The 
next cjise, the act of 1566 for the preservation of grain {op. cit., pp. 41-42), 
levies a tax on all lands according to quantity, to defray the expense of ex- 
terminating birds and vermin, irrespective of whether the particular piece 
of land was benefited or not. So the act of 1555 for nvedifying forts in 
Scotland (ibid.) taxes all property owners in the four counties ac^cording to the 
size of their estates, their profits, or “other commodities there." The few 
remaining cases mentioned by Cannan cannot even remotely be regarded 
as betterment rates. 

If the distinction between a special benefit and a jurisdictional benefit 
is borne in mind, and if, as is proper, the term “benefit principle" is re- 
served for the former, it will be realized that to put the benefit principle 
on an alleged equality with the ability principle in local taxation as Mr. 
Cannan does is to present a distorted view of the real state of affairs, 
Hallgarten, Die kornm unale Besteuerung des unverdienten Wertzuivachses in 
Englandy Stuttgart, 1906, pp. 46-47, accepts my position. 

' Lighting and Watching Act of 1833. See also 18 and 19 Viet., chap. 
120, sec. 165. 
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he is thrown into a general class with all others in the same 
category, and within this category every one pays according 
to his ability d The lighting and watching act, however, being 
optional, is now in force only in a few hundred rural parishes, 
which have adopted it; and in most cases, as well as in all urban 
parishes, the lighting and watching rates, like all the other Eng- 
lish local rates, are at present commonly levied in exactly the 
same maniUT as the poor rate — that is, according to the ability 
of the rate-payer." 

The English rates are thus nothing but taxes — special taxes, 
it is true, but levied according to the principle of all direct taxa- 

^ TliivS is overlooked by Mr. Harrison in his collection of precedents in the 
Oraufje Book. 

“All thesis legal varieti(‘S are disregarded in practice,” and the rates are 
made “on the same i)ersons, on the same basis, and by the same scale lis 
the poor’s rat(\” Report of the Poor Law Commissioiiers on Local Taxa- 
tion, pp. 65, 67. The only exception to the rule that all loc^al rates are 
assimilated to the poor rate is at present (1912) in addition to the lighting 
rate (for watching is of course obsohde since the advent of the politic system), 
the sanitary rates, which are legally chargeable on agricultural land, rail- 
ways, etc., at one-fourtli only of the rateable value. 

While the above-mentioned re'port is (ixcendingly valuable for its facts, it is 
sometimes confuse^d in its economics. Thus we find the following passage: — 

“For any system of taxation to be fair, it must bear a proportion both to 
the benefit conferred upon the taxpayers by the expenditure of the tax and 
to the means which the person possesses of paying the tax. It is, however, 
in all ciises found to involve insuperable practical difficulties to combine 
both these conditions in the imposition of a tax, and it seems most usual to 
assume that the benefit derived is in proportion to the ability to pay, or 
that the ability to pay is in proportion to the benefit derived. In moat of 
the local taxes the ability to pay is the standard of taxation. In some, however, 
where the taxpayer has a definable share of the benefit of the expimditure, 
the proportion of the benefit enjoyed is mfuie the standard of taxation. In 
other cases both principles are attempted to be combined,” p. 43. 

As a matter of fact, the only examples of “benefit” adduced by the com- 
mission are the sewers rate and the lighting and watching rate. In the for- 
mer the assessment by acreage is assumed by the commissioners to repre- 
sent the principle of benefit; the assessment according to “profitableness,” 
the principle of ability. This is a mistake, because, as we have seen, taxa- 
tion of land by mere quantity, wixs at one time everywhere the test of 
ability. In the lighting and watching rate “both principles,” we are told, 
“are adopted, though very clumsily and inadequately.” As has been ex- 
plained, however, in the text, there is no question here of assessment accord- 
ing to special benefits to particular individuals. Thus the only examples 
adduced by the commission admit of a different interpretation, and the com- 
mission itself states “that the whole of our local taxation is imposed either 
by law, or by usages regardless of the law, on the same basis as the poor’s 
rate.” 
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tion, on faculty or ability to pay. Whether the local expenditure 
is defrayed by one general tax, as in some counties, or by a 
number of special taxes, as in England, is immaterial — in each 
case we are dealing with a tax proper.^ 

But when we leave the principle of ability — as measured 
by property or by rental value or by any other test — and come 
to a payment which differs in each particular case, and which 
is proportioned to the special or exclusive benc’fit accruing to the 
particular individual, it is apparent that we are dealing with 
a very different kind of charge. Instead of the principle of 
faculty, we now have the prin(apl(i of equivalents. The charge 
is not a rate or tax except in the wider sense that every c‘om- 
pulsory charge levied by government may be called a tax, 
because it can be imposed only by virtue of th(^ power of taxa- 
tion. As we have seen above, however, th(' taxing power may 
manifest itself in different forms; a local rate is an example 
of one form, a highway toll or a cab license fee of another, a 
betterment charge of still another. Few Englishmen would 
say that a highway toll or a cab license is a rate or tax; yet a 
toll and a tax differ from each other scarcely more than do a 
local rate and a betterment charge. A local rate is levied for 
the purposes of the whole community or of a definite class of 
the community, according to the principle of capacity or ability 
to pay; a highway toll or a cab license fee or a bettermcait 
charge is imposed on particular persons for special benefits 
accruing to the individual as such. 

Thus the problem is solved. A betterment charge (,or special 
assessment) is at once a tax and not a tax. It is a tax in the 
sense that all compulsory charges are taxes, because they are 
imposed by the taxing power of government. But it is not a 
itix in the narrower and common sense of the term. It is not a 
tax in the sense that the income tax or the house duty is a tax; 
it is not a tax in the sense that a local rate is a tax; it is just 
as much or as little of a tax as a marriage license fee. If we 
persist in employing the term tax for all manifestations of the 
taxing power, it will be necessary to coin a new word for taxes 

^ Professor Bastable, Public Finance , p. 364, thus errs in stating that the 
English local rates are ^‘measured for each payer by the benefit of the serv- 
ice,’' and that “local taxation should be in proportion to advantage'.” in 
Rex vs. Mast, 6 T. R. 154, the principle of local taxation is laid down that 
“each inhabitant should contribute according to his ability, which is to be 
ascertained by his possessions in the parish.” Cf. also Boyle and Davies, 
op. cit., p. 99, 
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in the narrower sense, as distinguished from fees and special 
assessments. It is the thing, not the name, that is important; 
and the confusion has arisen simply from the fact that we 
employ the same term, sometimes for the one conception, 
sometimes for the other. Much trouble would be avoided if 
th(‘ payment were called simply a betterment charge or a 
special assessment, as opposed to a local rate or tax.^ 

III. The Principle 

The theory of the betterment charge or assessment according 
to benefits is very simple. It rests upon the almost axiomatic, 
principle that if the government by some positive action 
confers upon an individual a particular mc'asurable advantage', 
it is only fair to the community that he should pay for it. TIk^ 
facts may hv. in question, for it may happen that tlu' ])articular 
advantage is only ostensible, or that the special benefit is not 
measurable. But the facts being given, the principle seems 
self-evident. 

In our discussion of the single tax, it was pointed out that 
there is a distinction between unearned increment in gt'neral 
and the betterment principle in particular. The single tax on 
land values was found to be inequitable because benefit is not 

^ The entire contention of Baumann, Betterment^ Woraernenty Recoup- 
ment (1894), p. 30, in opposition to Mr. Harrison’s statement that better- 
ment in the United States has been decided not to be taxation, rests on a 
failure to observe the distinction made in the text. ^‘Special assessments” 
may indeed be “an exercise of the taxing power”; and yet “betterment” 
is not necessarily the same thing as “taxation.” So also Mr. Baumann’s 
criticism of Mr. Cripps’ distinction (pp. 39-40) rests on a complete miscon- 
ception. 

This is a convenient place to call attention to the errors in Mr. Baumann’s 
earlier book. Betterment (1893). He entirely misunderstands Judge Cooley 
in imagining that that author condemns the practice of estimating the bene- 
fits accruing to each lot .separately. As Mr. Rosewater points out in the 
Political Science Quarterly^ viii., p. 764, what Judge Cooley really disap- 
proves, and what is now quite generally held to be unconstitutional, is the 
practice of charging upon the abutting owner the cost of the particular im - 
provement in front of his lot only, without reference to the benefits along 
the whole line of the work — ^in fact, without apportionment. From this 
misconception, Mr. Baumann has fallen into grievous error. He also fails 
to distinguish the safeguards thrown about the exercise of eminent domain 
in the American commonwealths from the procedure required in levying 
special assessments. It is, in most cases, merely an accident that the pro- 
ceedings for the two operations happen to be joined together. 

There are many other mistakes in the volume, as, for instance, the state- 
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the general principle of taxation, and because, even if it were, 
it would not memn a single tax. The benefits of general govern- 
mental action are quantitatively unmeasurable; we do not, 
by paying taxes, purchase a definite amount of advantages 
from the government as we buy a certain quantity of tea from 
the grocer. But if the government performs some special 
service for us, there is no reason why the public at large should 
pay for it : to the extent that the community as a whole is inter- 
ested in the service, it is proper that it should contribute to the 
expense. If it is wholly a matter of common interest, the 
community should pay all; if it is wholly a matter of individual 
benefit, the individual should pay all; if it is partly common 
and partly individual, the cost should be divided and the in- 
dividual should pay up to the amount of his measurable special 
benefit. In the one case, the expense is met by a tax or rate; 
in the second, by a fee or toll, or by a special assessment or 
betterment charge; in the third, by a combination of both 
methods. To object to a betterment charge because it is not 
levied according to the principle of ability to pay is as illogical 
as to object to a tax because it is not levied according to the 
special advantage derived. We must not apply to one principle 
of public contribution the test peculiar to another principle. 

When, therefore, the local government performs a d(^finite 
act and makes a definite expenditure the result of which is a 
clear and measurable accretion to the value of some particular 
piece of property, every consideration of logic and justice de- 
mands a special contribution by the owner to defray this ex- 
penditure. 

As a principle, this is really no longer debatable. Even so 
conservative a body as the Committee of the English House 
of Lords, after hearing all the arguments in opposition, has 
recently come to the conclusion that — 

‘^The principle of betterment — in other words, the principle that 
persons whose property has clearly l)een increased in market value by 
an improvement effected by local authorities should specially contrib- 

ment that special assessments are unconstitutional in Minnesota (p. 75); 
that their constitutionality is still doubtful in Illinois (p, 76); that Adam 
Smith lays down value as the only standard by which taxes can be appor- 
tioned (p. 81); and that American judges allow special assessments for 
benefit with reluctance (p. 100). On p. 80 we find the same confusion as 
that alluded to above in the later work. Most of the objections in this 
later book are too frivolous to deserve any reply. 
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uto to the cost of the improvement — ^is not in itself unjust, and such 
persons can (‘quitably be reejuired to do sod 

This concession practically marks the close of the contest 
on the question of princij)le, in England. The methods of 
carrying out the principle are indeed debatable; but in its 
broad lines, the theory is now accepted in the chief quarter 
where opj)osition could be expected.^ 

A subject much discussed in connection with betterment 
is that of worsement.^’ If an individual has to pay for a 
benefit, it was claimed that his neighbor should be recom- 
])ensed for damages to his property, caused by a public im- 
prov(anent. The committee, however, deedded that injury to 
pro])ert 3 ^ was to be taken into account only wlien a betterment 
charge was imposed upon the same owner for benefits accru- 
ing to his property in the immediate neighborhood, by the 
very same improvement. Further than this it was unwilling 
to go. As it has been well said, it is nothing less than a grotesque 
absurdity to suggest the creation of new vested interests in 
the i)erpetuation of such public evils as overcrowd(‘d and 
insanitary slums and in circuitous mod(‘S of communication.^ 
In the Tower Bridge Act of 1895, as well as in the Standing 
Orders of the House of Lords adopted in July, 1895, the legit- 
imacy of “worsement^^ has been recognized, but only within 
the above veay narrow limits. 

A plan sometimes urged as calculated to attain the same 
results as the betterment system is that of “recoupment.’^ It 
has occurred that in making an improvement the municipal 
governmcait or other public body has taken more land than 
was actually necessary, and after the execution of the work 

^ Report of the Select Committee on Toimi Iniprovemeyits^ 1894, p. iii. 

2 The legislative history of betterment in England is interesting. The 
first bill was the Strand Improvement bill of 1890, in which the betterment 
provisions insertt‘d by the London County Council, and adopted in the 
chairman’s draft report, wore struck out by the Select Committee of the 
House of Commons. The next was the Cromwell Road Bridge bill of 1892, 
in which the bettcTment clause was struck out by the committee by a 
majority of one. Tlien came the London Improvements bill of 1893, pro- 
viding for a new central street from the Strand to Holborn. This passed the 
House of Commons but was defeated in the House of Lords’ committee. 
Finally came the Tower Bridge Southern Approach bill of 1894, which after 
various mutations wa.s approved by the House of I^ords' committee, and be- 
came law in 1895, as 58 and 59 Viet., ch. exxx. In this act the payment 
is termed an '‘im])rovement charge.” 

^ G. H. Blunden, Local Taxation and Financej 1895, p. 95. 
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has sold the land at a higher price, thus retaining for the com- 
munity the increment in value. In was shown by the testimony 
before the Lords’ committee that, as a matter of fact, thcvse 
transactions had generally resulted in loss rather tlian in gain; 
but it was claimed that this was duo in large part to certain 
defects in the law. The committee reported itself ^'as not 
satisfied that it has ever been tried under circumstances cal- 
culated to make it successful.” ^ Subsequent experience with 
the principle, however, has proved to be far more satisfactory 
and the recent successful application of the principle in the 
construction of the Kings Highway in London and in various 
other notable improvements has thus paved the way for what 
is now being strongly urged in many American states under 
the name of “excess condemnation.” ^ 

It is evident, however, that the real difficulty with betterment 
lies in the details of its execution. In the United States, where 
the system has for a long time been thoroughly at honn^, it has 
been deemed sufficient to approximate roughly to the benefits 
conferred. In no department of public contribution is it evcT 
possible to gauge with precision the exact relation of the individ- 
ual to the public purse. With special asse^ssments, as with other 
operations of public finance, the best that governments can do 
is to reach substantial justice. The decision is left to the legally 
constituted authorities, and the assumed benefit, which is to 
guide the authorities in their decision, is not always nec(^ssarily 
the exact actual benefit, a fair approximation to the real benefit 
being now considered adequate for practical purposes. This 
result, however, has been reached only after considerable expe- 
rience. 

In England, on the other hand, where the principle has only 
recently been introduced, far more solicitude is showm, because 
the opposition of the vested interests is naturally stronger. 
The committee recommended certain rules, most of which have 
been incorporated into the Towut Bridge Act of 1895, wLich are 
intended to limit the charge to the amount of actual benefit, and 
to protect the owner against any possible abuse of the system. 

^ “No sufficient power has ever yet been given to the local authorises to 
become possessed of the improved properties without buying out all the 
trade interests — a course which is inevitably attended with wasteful and 
extravagant expenditure.” Report, no. 10 (of recommendations). 

2 This principle was adopted by constitutional amendment in Ohio 
in 1912. 
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He must be notified not only of the proposed charge before the 
commencement of the projected improvement, but also of the 
alleged increase in the value of his property within some reason- 
able period aft(^r the completion of the work.^ Furthermore, if 
the owner objects, the matter is to be decided by an arbitrator 
or a jury, the costs being borne in general by the local authority. 
Finally, if the owner still thinks that the charge exceeds the 
enhancement of value to his property, he may demand that the 
loctil authority purchase the property at its market value.- 

These provisions are interesting, the last being almost identi- 
cal with the provisions of the recent New Zealand law explained 
in another chapter. In New Zealand, it is applied to progressive 
taxation; in England, it is recommended for the betterment 
charge. In each case it is simply a protection of the individual 
against arbitrary administrative action. The other provision 
as to costs seems to be a little unfair to the government, as it 
puts a premium on litigation and is calculated to interfere with 
the prompt completion of the work. All these points are, how- 
ever, matters of detail which can easily be adjusted. 

The Tower Bridge Act of 1895 was the first of the new Eng- 
lish laws to incorporate the betterment principle. A few years 
later the same principle was recognized in the London County 
Council Improvements Act of 1897,^ followed by a similar act 
in 1899.^ In fact between 1895 and 1902 there were no less 
than nine London County Council Improvements acts which 
provided for betterment charges. But from then to the end 
of the decade the pace seems to have slackened and we find 
no more improvement acts at all. In 1909-1910, for instance, 
the receipts from betterment charges in the budget of the 
London County Council amounted only to the paltry sum of 
£395 out of a total revenue of £11,988,699.^ The system 
seems, however, to be making its way slowly throughout the 

^ ''The period should not be so short that the effect of the improvement 
could not be adequately tested, and it should not be so long as to make the 
property intended to be charged suffer in its market value by the suspension 
of the decision as to the charge. Report^ no. 3. In the Act of 1895 the 
limits are twelve months and three years. 58 and 59 Viet., ch. exxx., sec. 
36 (4). 

2 Report, no. 7. The clause as adopted in the Act of 1895, sec. 36 (9), pro- 
vides that the option of selling must be exercised before the arbitration. 

* 60 and 61 Viet. ch. eexlii., sec. 42. 

^ 62 and 63 Viet. ch. cclxvi. 

® London Statistics, 1910-1911, vol. 21, p. 413. 
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country, for the Housing and Town Planning Act of 1909 which 
is of general application, contains the following clause: 

Where by the making of any town planning scheme any property 
is increased in value, the responsible authorities, if they make a claim 
for the purpose within the time (if any) limited by the scheme . . . 
shall be entitled to recover from any person whose property is so in- 
creased in value one-half of the amount of that increase/’ ^ 

Allowance, moreover, is made for this in the new land value 
taxes referred to below, ^ by the following provision: “When any 
capital sum or any instalment of a capital sum has been paid 
to any rating authority in respect to the increased or enhanced 
value of any land due to any improvements made or other acdion 
taken by the authority, the amount of that capital sum shall 
be deducted in estimating the increment value duty or site 
value duty or reversion duty.^ 

The benefit principle, even though it is not applicable to 
taxation proper, has thus its undoubted place in the sphere of 
local revenue. That it is liable to abuse may be conceded; ^ but 
so is the principle of ability to pay. Taxes, like special assess- 
ments, have not always been levied with perfect fairness; but 
the departure from fairness must in these two cases be measured 
by entirely different standards. The system of special assess- 
ments, as has already been pointed out,"’ embodies a part at 
least of the truth in the unlearned increment doctrine. Dr. 
Rosewater puts the point admirably as follows: — 

“ Special assessment undoubtedly transfonus a certain part of the 
enhancjement of land values from an unearned increment into an earned 
increment. It does this at the very time that the benefit arises, thus 
avoiding every taint of confiscation of vested interests. Through it 
may be secured the chief advantages of the appropriation of the future 
unearned increment, without destroying the healthful stimulus arising 
from the private ownership of landed property. The total increase 

' Ed. VII., ch. xliv., sec. 58, subsec, (3). 

2 Cf. infra, chap. xvii. 

* The Finance (1909-1910) Act^ 1910, 10 Ed. VII., ch. viii., sec. 36. 

* For a history of these abuses, see Rosewater, Special Assessments, chap, 
iii.; also ibid., pp. 142-144. 

® George A. Black, The History of the Municipal Ownership of La, id on 
Manhattan Island, p. 78. Columbia University Studies in History, Eco- 
nomics and Public Law, vol. i., no. 3. 

® Rosewater, Special Assessments, p. 140. Cf. the articles on ‘^The Bet- 
terment Tax,” by the Duke of Argyll and by John Rae, in Contemporary 
Revieto, vols. Ivii. and Iviii. 
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is seldom appropriated, but only so much as is required to defray that 
share of the cost of the particular improvement which may represent 
the special benefit conferred. We have here no uncharitable begrudg- 
ing of all rise in value due to conditions other than those created by 
the party who reaps the advantage. All that i.s denmnded is that when 
a person sc'cures an enrichment to his estate, and the expense, if not 
borne by him, must be borne by some one, — in this instance, the tax- 
p.aying public— he shall make compensat ion therefor. This is the true 
equitable j)rinci])lc. The contributor pays not alone because he ob- 
tains a beiK'fit, but because that benefit is joined to an expense the 
burden of which finds a fitter resting place upon his shoulders, than 
upon the shoulders of others not specially benefited.” 

In the United States the betterment principle has long been 
firmly root(‘d in the revenue system; and although there may be 
particular cases in which it has not worked well, the evidence 
of exp(‘rienee and the popular verdict as to the methods em- 
ployed are overwhelmingly in its favor. On the continent of 
Europe the sy.stem is now fast spreading because of the growing 
importance of municipal finance and of the more careful analy- 
.sis of its underlying principles. England, which has taken tlie 
lead in the reform of the national fiscal system, cannot afford 
much longer to lag behind in the movement for the just distribu- 
tion of local burdens. Without the application of the betterment 
l)rinciple, such justice can scarcely be secured. 



CHAPTER XVI 


RECENT REFORMS IN TAXATION. I. THE REFORMS 

OF 1893-1895 

Industrial domocracy is responsible for many cluinp:es, but 
few are more significant than those effected in the fiscal nidhods 
of recent times. In framing these newer systems modern nations 
have been confronted by two fundamental problems. I'he first 
is that of bringing about greater justice in distributing the 
weight of taxation among different class(‘s of the community; 
the second is that of correctly apportioning the burdens among 
the various spheres of government. 

The second problem, although of less importance in national 
than in federal states, has everywhere attracted an iiKTeasiug 
amount of attention, owing to the demands made by industrial 
life upon political organizations, and to the growing complexity 
in the relations between co-ordinate and subordinate govern- 
ments. In former times, when local expenditures were insignif- 
icant, and when the geographical aspect of industrial relations 
was simple in the extreme, the question of the due ai)portion- 
ment of public revenues among independent or overla])ping 
jurisdictions scarcely existed. 

Important though this be, the growth of indust rial democracy 
has brought into still more prominent relic^f the difficulties of 
the first problem. Revenue methods, as they came down to us 
from bygone centuries, were defective in one of two ways. 
In some cases they were simply survivals of a system originally 
just, but which was calculated for more or less primitive eco- 
nomic conditions, or at all events for an economic life which, 
^whether primitive or not, was fundamentally different from 
that of modern industrial society. Since political conditions, 
and therefore fiscal measures, depend in last resort largely on 
social and economic relations, it was but natural that the revenue 
system should become antiquated, and that whjit was conceived 
in justice should ripen into practical injustice. In many places 
to-day the fiscal demands of the new social democracy are legiti- 
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mate protests against the continuance of mediaeval survivals 
in modern life. 

In other cases, revenue systems were painfully lacking in 
another way. It is unfortunately true that the dominant social 
class has often succeeded in strengthening its hold by thoroughly 
selfish fiscal expedients. In such cases there was no presence of 
equity even in the original imposition of the system. It did not 
need to grow bad, because it was bad from the very start; it 
was based not on justice, but on might. With the growth of 
industrial democracy, however, the maintenance of the old-time 
abuses became increasingly difficult; one by one they were 
recognized as sucli, to be lopped off at the first opportunity. 
In order to establish the long-delayed equities, it was necessary 
not only to pull down but to build up. Some, at least, of the 
recent changes whicdi in themselves sc^ein extremely radical, will 
therefore appear less extreme when regardc^d as parts of a larger 
whole — as a sort of compensation for what there is still left of 
injustice in existing systems. 

Thus it is that tax reform is everywhere in the air. Demimded 
ill some countries because of the divergence between economic 
conditions and fiscal methods, it is urged in others as a concession 
to those who have hitherto had less than justice. In both cases 
it is a product of modern industry and of modern democracy. 

In this chapter it is proposed to call attention to the great 
changes introduced toward the close of the nineteenth century 
in such widely different countries as England and Holland, New 
Zealand and Prussia — changes, all of them effected within a 
period of scarcely more than twelve months, and springing from 
the same general desire to realize the principles of justice in the 
relation of the citizen to the public purse. 

I. England 

As in so many other domains of political science, England 
has here again taken the lead. The English are not much given 
to abstract reasoning in politics; but in the practical working 
out of political ideals, England has usually led the way. In 
finance she has taken a similar lead. She was the first important 
nation to re.strict the scope of taxes on consumption and to 
introduce the income tax; and during the nineties, while scien- 
tists the world over were debating the problem of lessening 
the burdens on the lower and middle classes, she boldly took 
steps which in many other countries would, to say the least, 
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have been deemed premature. The three great reforms accom- 
plished in England in 1894 were the extension of the inhoTitance 
tax, the introduction of the progressive j^rinciple, and the increase 
of the minimum of subsistence. Let us discuss these in turn. 

The principle of the inheritance tax was not new in England ; 
but its application had hitherto been very unsatisfactory. What 
are generally called the death duties were until the recent change 
composed of the following elements: (1) probate duty, a tax 
of about three per cent on personal property passing by will or 
intestacy; (2) account duty, a similar tax on gifts of personalty; 
(3) legacy duty, practically a tax on collateral successions to 
personalty, graded according to relationship; (4) succ(‘ssion 
duty, as altered in 1888, a tax on realty, settled personalty and 
leaseholds, with higher rates for collaterals than for lineals; (5) 
estate duty, an additional tax, since 1889, of one per cent on all 
estates, real and personal, over £10,000. Tlu'sc^ five taxes really 
consisted of two classes: the one, represented by the probate 
duty, being a tax on the total amount of the property, irrespec- 
tive of the manner in which it was divided, or of the persons to 
whom it went; the other, represented by the legacy and succes- 
sion duties, being a bix not on the l)ody of the estate, but on the 
separate shares received by collaterals and outsicU^rs. These five 
taxes constituted a complex whole, bristling with anomalies 
and inequalities, of which the most important was the distinc- 
tion made between realty and personalty, the latter not only 
being taxed more heavily, but being subject to more com])licated 
and burdensome rules. The act of 1894 ^ endeavored to remove 
these inequalities by imposing, in lieu of most of the previously 
existing taxes, a new estate duty. 

This estate duty is a tax on the capital value of all property, 
real or personal, which passes on the deatli of any person. The 
taxes abolished are the probate duty, the account duty, the 
estate duty of 1889, the succession duty on lineals and the addi- 
tional succession duty of 1888, all of which merged into the now 
estate duty. The only old duties which continued were, as we 
shall explain in a moment, the legacy duty, and, in certain cases, 
the succession duty. 

Under the former system personal property was rated at its 

1 The Finance Act, 1894, 57 and 58 Viet. ch. 30. C/. A. T. Layton, The 
Finance Act^ ISdl^y in relation to the New Estate Duties y with introduction 
and explanation. See also Table of Income Tax imposed by the Finance Acty 
J894t with full text of act relating to Income Tax and' notes of explanation. 
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capital value, but realty was estimated at a fictitious sum accord- 
ing to the annual value and the varying degrees of interest in the 
property. In some cases the tax was charged only on the value 
of a life interest in the property; and where there was no annual 
value, as in the case of lands held for speculation, tliere was no 
tax at all. All these differences were removed by the new tax, 
which is levied on the market value of the property. In the 
same way the tax on realty could formerly be paid in instalments, 
while that on personalty was paid in a lump sum; hut now, in 
order to equalize the taxes, interest is charged on the amounts 
remaining due until the final instalment is paid. Again, whereas 
formerly the instalments payable on realty laps(‘d with tlie 
death of the person primarily liable, they are now a charge on the 
estate and cannot be avoided. Finally, the tax applit's to all 
death-bed gifts, which are defined to comprise any gift of n alty 
or personalty made within twelve months of death. 

It is somewhat confusing to find side by side with this estate 
duty a so-called settlement estate duty; but the explanation 
is simple. It is a common practice in England to tie up prop- 
erty by means of settlements, so that the beneficiary is not 
at liberty to dispose of the property itself, but enjoys only 
some interest in it, whether for life or for a term of y(‘ars. It 
is readily perceived that, if each beneficaary were called upon 
to pay the tax on the total value of the estate, an injustice 
would result, especially if there should be more than one dev- 
olution under the same settlement. It is therefore provided 
in the new law that the estate duty shall be payable only on(;e 
on the value of the property, which shall then be exempt from 
further payment during the continuance of the settlement. 
In consideration of this exemption and in order to obviate in 
part any diminution in the total yield, an additional tax of 
one per cent, called the settlement estate duty, is imposed on 
the principal value of the property so settled. An exception 
is made in the case of husbands and wives; and it is further 
provided that the additional duty shall not be payable more 
than once during the continuance of the settlement. 

Another point worth mention involves the question of double 
taxation. In the original draft it was proposed to tax the 
property, wherever situated, of a person domiciled in Gr(?at 
Britain. It was pointed out, however, that this might involve 
double taxation where the foreign country itself imposed an 
inheritance tax on the property lying within its borders. The 
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bill was, therefore, amended so as to permit the amount of 
the foreign tax to be deducted from the sum payable by the 
estate in England. This is a simple solution of the question. 
It may also be added that the tax does not apply to property 
l(^ft to the central or local governments, to universities, to 
certain pensions, or to single annuities not exceeding £25. 

The most significant feature of the new estate duty was 
th(‘ final acceptance of the graduated scale or the system of 
progr(‘ssive taxation. Under the preceding laws there was 
ind(‘ed an excanption for very small sums; but that did not 
mean progr(\ssive taxation proper. In the law of 1894 the 
tax began with a rate of one per cent and increased in twelve 
succ(vssive stages until it reached eight per cent. Estates under 
£l()() were not tax(‘d at all; from £100 to £500 the rate was one 
p(‘r (.‘ent, but so arranged that estates undcT £300 made a fixed 
])ayment of 30.s\, while estates between £300 and £500 were 
^‘hargcHl a fixed sum of 506*. Obviousty the rate was more than 
ou(‘ jx'r cent on the Iowxt figures of each class. Above £500 
the rate increased until tlic maximum rate w^as reached at estates 
ov('r one million pounds.^ Even these figures do not adequately 
reprt'sent the real charge; for it must be remembered that, 
in addition to this new estate duty, there still e^xist a legacy 
duty and a su(‘C('ssion duty. The legacy duty is a tax at the 
rate of three, fiv(‘, six and ten per cent, graded according to 
relationship on i)ersonal property going to collaterals. The 
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applicable to realty. The two duties together form a collateral 
inheritance tax, which must be paid in addition to the estate 
duty, with the important exception that estates not exceeding 
£1,000 are subject only to the latter. The net result is that in 
the law of 1894 the rate of inheritance tax varied from one to 
eighteen per cent of the value of the property. 

These are remarkable figures, considerably exceeding those 
to be found at that time in any other important country.^ 
When almost one-fifth of the property is taken by the state, 
as is the case with large fortunes going to outsiders, we are ap- 
proaching Bentham's principle of escheat. Compared to the pal- 
try amounts levied by inheritance taxes in America at that time, 
the English figures are certainly striking. The introduction of 
the progressive principle was indeed hotly opposed, and the cry 
of socialism was raised, but all in vain; for the Chancellor of the 
Exchequer regarded the principle of progression as firmly estab- 
lished by the weight of recent economic authority. He even went 
so far as to say that it was equally applicable in principle to the 
income tax, and that the sole reason for his not introducing it 
there was of an administrative nature.^ The definite acceptance 
of the progressive principle in English politics marks a most 
important step in the history of public finance.^ 

Side by side with this extension of the principle of ability 
to pay, went its enlargement in another direction. Under 
the inheritance tax the large amounts have to pay increased 

But as lineal issue and ancestors were exempted when the property paid 
probate duty, so the exemption now continues, since the new estate duty 
replaces the old probate duty. The succession was levied at a higher rate, 
and under different conditions; but it is now exactly the same as the legacy 
duty. They are maintained as separate duties simply because of the body 
of legal decisions that has grown around them. 

^ In .some of the Australian colonies the rates were slightly higher. In 
Victoria estates of £1(X),000 paid ten per cent direct tax; and in Queensland 
the highest rate for collaterals was twenty per cent. The Swiss canton of 
Uri w'ent even higher. 

2 In answer to the question why the income tax should not be graduated, 
he replied: ‘Tn principle there is nothing to be said against such a system; 
indeed there is every argument in its favor. The difficulties which lie in its 
way are of an administrative and a practical nature, which as yet I have 
not been able to find means to overcome.’^ — Budget Speech^ April 16 ^ 1894t 
Hansard, p. 502. 

* The fear that the new tax portended a breaking up of the large landed 
estates turned out to be groundless. The lawyers soon devised schemes of 
settlement which succeeded, in part, at least, in mitigating the rigor of the 
law. 
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rates; in the income tax, where this was deemed impracti- 
cable, a somewhat similar result was reached by making 
the smaller amounts pay decreased rates. As a result of 
successive changes, the tax had been so arranged that in- 
comes below £150 were entirely exempt, while incomes between 
£150 and £400 received an abatement of £120. Under the 
new law the desire to ease the burdens on the lower classes 
resulted not only in an increase of the total exemption, but 
in an addition to the abatements and in an enlargement of 
the classes to which abatement is accorded. The limit of 
total exemption was now fixed at £160; incomes between £160 
and £400 received an abatement of £160; while incomes be- 
tween £400 and £500 were permitted to deduct £100. To 
use technical language, while the progressive principle was 
introduced in the inheritance tax, the degressive principle was 
(extended in the income tax. Both are manifestations of the 
idea of graduation, according to the doctrine of faculty in taxa- 
tion,^ 

One other change deserves mention. The landowners made 
a strenuous opposition to the equalization of the death duties, 
maintaining that real estate already paid more than its share 
in the shape of local rates. To this objection two arguments 
were opposed. In the first place it was by no means proved 
that the weight of the local taxes rests on the landowners. 
Not only were the Uixes levied on the occupier, so that the 
incidence was only partly, if at all, on the owner; but the land- 
owner was largely exempt from what are known in America 
as special assessments. Secondly, it was contended that there 
would be a better prospect of securing an equitable system of 
taxation if each tax were made just in itself, without regard 
to the others. Yet attention was so far paid to the cry raised 
by the landowners as to lead the government to diminish the 
burden of the income tax resting on them. It had long been a 
complaint that real estate was assessed in schedule A at its 
gross income, not at its net income, thus not permitting de- 
ductions for repairs. Under the new act the assessment may 

1 A few years later, namely in 1898, this principle was still further ex- 
tended. The abatements on incomes below £400 remained the same, but on 
incomes from £400-500 the abatement was increased from £100 to £150; 
and two new grades were introduced, incomes between £500-600 enjoying 
an abatement of £120, and incomes between £600 and £700 receiving an 
abatement of £100. 
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be reduced by one-eighth in the case of farms, and by one-sixth 
in the case of other buildings. This is at once a substantial 
concession to the landowners, and a decided improvement in 
the theory of the tax itself. But the change in schedule A and 
the great extension of the exemption and abatements promised 
so materially to diminish the yield that it was deemed necessary 
to increase the rate from sevenpence in the pound, or less than 
three per cent, at which it had stood some time, to eightpence, 
or three and one-third per cent. 

Finally, attention must be called to the provisions affecting 
the relation between local and national revenues. For some 
time there has been growing dissatisfaction with the burden 
of local taxation. Beginning in the thirties an attempt was 
made to remove this in part by the device of grants-in-aid, 
or subsidies from the general government to the local ])odies, 
which were increased from time to time.^ In 1888, Mr. (lO- 
schen altered the arrangement by allotting to the local bodies 
certain definite revenues hitherto accruing to the imperial gov- 
ernment. These consisted of the greater part of the (‘xcise 
licenses, henceforth known as local taxation licenses, and in 
addition one-half of the probate duty Jis then levied. The 
law of 1894 virtually maintained this arrangements by a])])ro- 
priating out of the new estate duty to the reduction of local 
taxation a sum of one and one-half per cent on the net value 
of the property which, but for the substitution of estate duty, 
would have been chargeable with probate duty. Sir William 
Harcourt made no attempt, however, to reconsider the whole 
question of the relation between general and local taxes, but 
expressly left it open for future discussion. Further consider- 
ation of this point — perhaps the only important point in which 
the English system is still defective — cannot much longer be 
delayed. 

It may be interesting to note the financial results of these 
measures. While the income tax at the old figures was es- 
timated to produce slightly over fifteen millions sterling, the 
increase of rate was almost counterbalanced by the changes 
above alluded to. Thus while in 1894 the yield with a Id. rate 
was £15,337,000, in 1895 with an 8d. rate the yield was only 
£15,856,000. On the other hand, whereas the death duties^^ 
had been yielding about £10,000,000, the new system con- 

^ For a detailed history of these see Grice, Nationol and Local Finance, 
London, 1911. Cf. also Sidney Webb, Grants in Aid^ 1911. 
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siderably increased the yield, so that in ISOS-OB the revenue 
amounted to over fourteen millions sterling. As, however, about 
two and a half millions went to the reduction of local taxation, 
the net increase to the imperial treasury was not very great. 
The new measures were, therefore, intended not so much to pro- 
duce more revenue as to introduce more justice and to equalize 
the burdens on the various classes of taxpayers. 

The new budget thus marked a turning-point in English 
finance, and proved itself very popular.^ To have swept away 
the anomalies of a great system of taxation, to have definitely 
introduced the principle of progression, to have removed in- 
equalities in the income tax, and to have greatly increased the 
minimum of exemption, — these are achievements on which any 
finance minister miglit pride himself. The name of Sir William 
Harcourt, it may safely be affirmed, will not be forgotten in 
the annals of British finance. 

II. New Zealand 

While England was battling with these problems, a similar 
movement was going on at the antipodes.^ In New Zealand, 
as in all early communities, the original source of revenue was 
the general property tax. But this, having obviously become 
unsuitable to modern conditions, was modified in several direc- 
tions. The three important changes in the early nineties were 
the enactment of the income tax, the adoption of the system of 
graduation, and the exemption of improvements from the land 
tax. 

The first step in the movement was the passage of ‘^The Land 
and Income Assessment ” act of 1891.^ A tax on land values had 
})een imposed as far back as 1878. The rate was one halfpenny 
in t he pound on the capital value of all real estate, less the as- 
sessed value of the improvements. This law, however, proved 
to be very unpopular, as a hardship upon the farmers. Accord- 
ingly in the following year, 1879, the land tax was abolished and 
was replaced by a general property tax of one penny in the pound 

^ The issues in the electoral campaign of 1895 did not turn on the budget. 
Both parties were commit ttid to the income tax, to the “death duties," 
to the principle of gniduation, and to the reform of local taxation. 

2 The present chapter deals only with New Zealand. For the movement 
in Australia proper, see the following chapter. 

® An act to regulate the assessment of land and income for the purposed 
of taxation. Sept. 8, 1891. 
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on all property, real and personal, over £500. Although this 
tax worked fairly well at first, it soon followed the usual history 
of the general property tax; and as personal property slipped 
out of the assessment lists, the burden came to be felt severely 
by the farmers. Accordingly, after a long agitation, the general 
property tax was in turn abolished. Although the new law of 
1891 imposed a tax on land, the government was careful not 
to repeat the mistake of 1879, and therefore coupled with the 
land tax a tax on incomes from all other sources than land. The 
income tax and the land tax were really distinct measures, 
although they were generally coupled together, and were dealt 
with in various sections of the same act; but, although dis- 
tinct, they were complementary. In framing a scheme of in- 
come taxation, three possible methods may be followed. We 
may attempt to reach the income as a whole, from all sources, 
and have a general income tax; or we may separate the sources 
of income and le\’y a distinct tax on each, as on land incomes, 
on business incomes, on professional incomes, and so forth; 
or, thirdly, since the yield of land everywhere forms so important 
a share of national income, we may split the tax into only two 
parts, one of which endeavors to hit the income from land, 
while the second is intended to reach all the other forms of in- 
come. Since the selling value of real estate, in modern com- 
munities where land is continually bought and sold, is approxi- 
mately the capitalized value of the income, it makes little 
difference whether we assess the land on its inc^ome value or on 
its property value. New Zealand, following the example of 
some of the Swiss commonwealths, adopted this third method; 
that is. New Zealand endeavored substantially to reach the 
entire income by levying a land tax on the capitalized income 
from land, and by assessing the income from all other sources 
through the so-called income tax.^ 

The income tax is levied on corporations (or companies^') 
and individuals. The former are taxed on their net income, but 
the security holders are then exempt. In most cases profits 

^ The colony of Victoria shortly thereafter followed the other principle in 
levying a general income tax. By ‘Hhe Act to impose a Tax on Incomes,” 
Jan. 29, 1895, incomes below £200 were free; on incomes from personal exer« 
tion, the rate was fourpence per pound up to £1,200, sixpence per pound up 
to £2,200, and eightpence per pound on larger amounts; on incomes from the 
produce of property within Victoria the rates were exactly double. These 
rates were subsequently changed in 1903-5, although the principle was 
retained. 
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from mortgages are not included in income, because mortgages 
are treated as interests in land and are accordingly subject to 
the land tax.^ 

Individuals are assessed on their income derived either from 
business, or from employments or emoluments. This last cate- 
gory is very broad, including profits from ‘‘the exercise of any 
profession, employment, or vocation of any kind, or from any 
salary, wages, allowances, pension, stipend, or charge or annuity 
of any kind not charged on land.^’ In order to prevent double 
taxation, however, it is provided that when any business or 
other income is derived from land, a sum equal to five per cent 
on the value of the land assessment may be d('ducted from the 
taxable income. Not only private corporations, but all local 
authoriti(^s and individual employers, are required to furnish 
full lists and salaries of persons employed by them. The income 
tax is payable only on the excess over £300, and certain minor 
d(?ductions are allowed. The rate is fixed by periodical acts, 
according to the needs of the colony; in 1893 ^ it was fixed at a 
shilling in the pound, or five per cent. In the case of private 
individuals, incomes from £300 to £1,000 are charged two and 
one-half per cent, while the full rate is assessed only on the 
excess above £1,000; in the case of corporations the rate is uni- 
formly five per cent. The £300 exemption is accorded only to 
persons domiciled or permanently resident in the colony. 

The second half of the general scheme of taxation is the land 
tax. An important and valuable feature of the law is the treat- 
ment of mortgages, which are regarded for the purposes of taxa- 
tion as real estate. The landowner is taxed on the value of the 
land, less the amount of the mortgage which is required to be 
registered; and the mortgagee is taxed on the value of the mort- 
gage. Land under £500 in value is exempt, and accordingly the 
exemption is accorded to mortgages of the same amount. The 
mortgage, however, is assessed to the mortgagee at its actual 
value — a provision of importance when the value of the security 
does not equal the mortgage debt. The result is that the govern- 
ment gets its tax on the whole value of the land, that there is no 
double taxation on the mortgagor, and that the mortgagee or 

^ But under a later amendment, banking, loan, building and investment 
companies must include in their n^turn of income the income from mort- 
gages, and are liable for income tax, not for land tax. Cf. the Land and In- 
come Assessment Act Amendment Act, Oct. 2, 1893. 

* An Act to impose a Land Tax and an Income Tax, Oct. 6, 1893. 
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owner of personal property loaned on the land must bear his 
due share of taxation. The law does not attempt to consider 
the ultimate incidence of the tax. The provisions apply, as 
pointed out above, to corporations as well as to individuals, with 
the exception of banking and loan associations. 

An interesting section is that dealing with the tax on improve- 
ments, which are defined to include ^‘houses and buildings, 
fencing, planting, draining of land, clearing from timber, scrub, 
or fern, laying down in grass or pasture, and any other improve- 
ments whatsoever, the benefit of which is unexhausted at the 
time of valuation.^^ In the original law such improvements were 
exempted up to the value of £3,000; but under the amendment 
of 1893 the exemption was extendc'd to the value of all improve- 
ments, of whatever amount, the tax now being levied only on 
the bare value of the land. The significance of this (diange will 
be estimated in a moment. 

The most important feature of tlie new legislation is the adop- 
tion of the progressive system. The Australasian colonies had 
been growing restless under the gradual aggregation of land into 
the hands of a few proprietors, and some of them have attempt(‘d 
to check the process by a system of progressive inheritance taxes, 
like that introduced into England. In New Zealand, however, 
the situation was espc'cially acute. Two-thirds of one per cent 
of the landowners held forty per cent of the land values; and 
one-eightieth of the rural landholders owned two-fifths of all 
the land values. It was, therefore, decided to impose a pro- 
gressive tax on living landholders, instead of on the estates of 
deceased property owners. Accordingly in 1891, a graduated 
tax was imposed in addition to the ordinary land tax. The latter 
was fixed at one penny in the pound, while the additional gradu- 
ated tax began at an eighth of a penny and rosci to a penny and 
six-eighths. In 1893, however, the rate of progression was still 
further increased, in order to obviate any diminution of revenue 
which might result from the complete exemption of all im- 
provements. Accordingly, the additional tax was made to vary 
from one-eighth of a penny to twopence in the pound, with the 
result that the largest estates now paid a total land tax of three- 
pence in the pound. ^ But the tax was even larger than would 

1 The scale aa amended in 1893 was as follows: — 

When the value is £5,000 and less than £10,000 one-^iighth a penny. 

“ “ “ “ 10,000 “ “ “ 15,000 two-eighths of a penny. 

** ** “ “ 15,000 “ “ “ 20,000 three-eighths of a penny. 

** ** 20,000 “ " “ 25, (HX) four-eighths of a penny. 

•* 25,000 “ “ 30,000 five-eighths cf a penny. 
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appear from these figures, because of the provision that in the 
case of the graduated tax the value of the mortgage could not 
be deducted from the value of the land. Deduction was per- 
mitted only in th(‘ ordinary land tax, or in the case of estates 
under £5,000 in value. On the other hand, the mortgage itself 
was never liable to the graduated tax. We thus have for the 
first time in any English-spc^aking country a graduated scale in 
a direct property tax. England and her colonies led the way not 
only in progressive inheritance taxes, but also in progressive 
property taxes. The drift is unmistakable. 

It might be thought by some that the adoption of this progres- 
sive land tax implied aprocess of confiscation by the government. 
In order to preclude all possibility of such an interpretation, the 
New Zealand law had inserted an ingenious clause, which reminds 
us in some respects of the avTiSocrt^ in ancient Athens. If a 
man tliought that he had been assessed too high for the ex- 
traordinary property tax or liturgy, as compared with a neighbor 
who had been passed ov(^r, he could call ui)on t he latter to assume 
the tax; and in case of the neighbor’s refusal, he could demand 
an ^‘exchange of property,” out of the proceeds of which the 
tax was defrayed. In New Zealand the government takes the 
place of the third party. In other words, if a taxpayer thinks 
that he is assessed too high, he can call upon th(‘ government to 
purchase his land at his own original valuation; he has the 
alternative to pay the tax at the official '•/aluation or to sell the 
land at his own valuation. It is readily seen that in this way no 
property can be confiscated. On the other hand, the govern- 
ment in its turn may purchase the land at the assessed valuation 
plus ten per cent additional, in case tlui owner will not consent 
to the official valuation. As a matter of fact, advantage was 
soon taken of the provision in thc^ case of the so-called Cheviot 
estate, of over 84,000 acre's, which was returned by the owners 
in 1892 at £260,220, but which was assessed by the gov- 
ernment at £304,826. The government refused to reduce the 
assessment, and the owners called on the government to pur- 


When the value is 

£30,000 and less than 

£40,000 
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40,000 “ 
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150,000 “ 

44 


uo/m 

•* 

M 

44 


170,000 “ 
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si x-eipshths of a penny, 
sevon-tnghths of a penny, 
one penny. 

one penny and one-eighth, 
one penny and two-eighths, 
one penny and three-eighths, 
one penny and fonr-eiimths. 
one penny and five-eighths, 
one penny and six-eighths, 
one penny and seven-eighths, 
two pence. 
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chase the property. This was done in 1893, and the govern- 
ment thereupon proceeded to carve it up into small plots and 
gradually to dispose of it.^ 

It remains to estimate the meaning of the exemption of im- 
provements. The American newspapers were filled with ac- 
counts of the introduction of the single tax in New Zealand, 
and the enthusiastic followers of Henry George were jubi- 
lant. But when the law and the official reports are carefully 
scTutinized, the enthusiasm seems to be somewhat misplaced. 

There can indeed be little doubt that Mr. George^s views 
exerted some influence in the enactment of the law. It must, 
however, be remembered in the first place that New Zealand’s 
earlier land-value tax had been imposed in 1878, before Mr. 
George’s first pamphlet had even seen the light; and in the 
second place that the provisions of the law may be explained 
without any reference to those particular views. In young and 
rapidly growing communities, concessions are frequently made 
which would be out of plac(i amid more settled industrial condi- 
tions. Thus the social effects of taxation or of the remission of 
taxation are clearly recognized in the laws of some American 
states, which exempt from assessment for a limited period new 
industrial enterprises, timber lands and various kinds of improve- 
ments on land. There is in such cases no implication that the 
owners of these establishments or forests or improvements are 
free from fiscal obligations toward the state; for to the extent 
that they have property or income, they also are ultimately 
liable. But it is deemed so desirable to foster these new forms 
of enterprise that the community as a whole is willing to bear 
the additional temporary burden in order to realize more perma- 
nent benefits. The government of New Zealand stated at the 
time the bill was introduced that their object was to induce 
large landowners to improve their lands, and thus to bring about 
an increased national production.^ Looked at from this point 
of view, there is much to be said for the provision, which, how- 
ever, does not mean that the small farmer was as greatly bene- 

^ Financial Statement in Committee of Supply by the Colonial Treasurer, 
1893, p. 19, Wellington, 1893. 

2 ^‘It will be admitted that the repeal of the tax on improvements should 
have the effect of encouraging the owners of large properties to expend 
money in improving their land, and thereby add to its productiveness. This 
would be a direct advantage to the colony as a whole, both by causing an 
expenditure on labor, and by adding to the products.’^ — Financial State- 
ment in Committee of Supply ^ 1893, p. 18. 
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fited as some might imagine. The official assessments show that, 
whereas in the country districts or counties the unimproved 
value of the lands exceeded the value of the improvements, the 
reverse was true in the towns or boroughs. The figures for 1893 
are as follows: ^ — 


CJounties . 
Boroughs . 


Actual Valub 

£85,818,167 

36,406,862 


Value op 
Impkovements 

£27,922,735 

18,442,562 


Unimproved 

Value 

£57,880,233 

17,907,662 


Totals . . £122,225,029 £46,365,297 


£75,787,895 


That is to say, in the boroughs the improvements were worth 
actually more than the bare land, while in the country districts 
the land was worth more than twice as much as the improve- 
ments. 

The claim of the single taxers that the farmer will benefit 
at the expense of the city lot-owner is therefore questionable in 
New Zealand as indeed it is in other parts of the world.*^ The 
figures show that the object of the law was not so much to 
discourage the urban landowner as to reach the large rural 
proprietors. As between the small farmer and the city land- 
owner, the law was distinctly unfavorable to the former, for 
the exemption of improvements removed over one-half of the 
townsman’s tax, but less than one-third of the farmer’s tax; 
that is, it relatively increased the tax of the farmer. Were 
the land to be owned by small farmers, the system would 
have been unpopular; but it is precisely because the land is not 
owned by small farmers that the law was enacted. The exemp- 
tion of improvements was a corollary of the graduated tax on 
land. When any part of the improvements was exempt, the 
tax was graduated; and when the exemption was made complete, 
the scale of graduation was increased. 

The claim that the new law meant the introduction of the 
single tax is still further weakened by the fact that it went hand 
in hand with the extension of the income tax on other sources 
than on land. Finally, the contention that there now was any 
single tax at all in New Zealand is rendered absurd by the fact 
that in 1894 the revenues from the land amounted to £285,000 
out of a total revenue of over four and a quarter millions, the 
larger part of which was derived from indirect taxes. In other 

1 New Zealand Official Year Bookj 1893, by E. J. von Dadelszen. p. 429. 

* Supra, pp. 86-91. 
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words, the single” tax yielded about six and a half per cent of 
the colonial revenues, and of course, when we take into account 
the local revenues, composed chiefly of the general property 
tax, a much smaller proportion of tlie total income. The reader 
is thus in a position to judge how much foundation there is for 
the statement that the prosperity of New Zealand was to be 
ascribed to the “single” tax. The real intent of the new legisla- 
tion was to make the large property owners pay more than they 
had hitherto been pjiying, and to subject to taxation other classes 
that had hitherto been exempt.^ It was thus an attempt to 
realize the principle of faculty in taxation. 

III. Holland 

In the review of the tax reforms in England and New Zealand 
we have seen that the changes were largely the outgrowth of 
popular agitation; in the states now to be discussed the reforms 
were more directly the result of scientific discussion. This is 
especially true of the Netherlands, where the tax laws in question 
were due to N. G. Pierson, the author of the ablest Dutch treatise 
on economics and finance. Mr. Pierson was at one time a 
university professor, and was for many years the president of 
the Bank of the Netherlands. F or sev(»ral decades he had been 
devoting himself to the consideration of fis(;al problems, and when 
in 1891 he was made Minister of Finance, he immediately set 
about the task of bringing the tax system more into accord with 
the demands of modern theory. In his budget for 1892 he 
sounded the keynote of the new program — a more equitable 
distribution of the burden of taxation — claiming that the poorer 
classes were taxed too much, and the wealthy too little. The 
problem was how to restore an equilibrium. 

The Dutch revenue system was composed in large part of 
indirect taxes. Import duties, it is true, were very light, but 
the internal revenue or excise taxes were still burdensome. The 
direct taxes comprised, as in France and some other countries, 
a land tax, a business tax, and a “personal tax” calculated ac- 
cording to house rent. The business tax had grown to be very 
unequal, being based on rough outward signs; and the personal 
tax, which took the same proportion from large and small 

^ ^^The end sought to be attained by the whole scheme is to compel con- 
tribution to the requirements of the state according to the ability of those 
who are called upon to contribute thereto.” ^‘Statement by the Commis- 
sioner of Taxes in New Zealand,” N. Z. Official Year Book for 1894^ p. 44. 
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rentals, proved to be a serious drain on the poorer classes. 
Whole sections of the population, moreover, were virtually 
exempt. Mr. Pierson therefore proposed a four-fold reform: — 

(1) The abolition or decjrease of the more vexatious excise 
duties; (2) the enlargement of the business tax into a general 
income tax; (3) the reconstruction of the personal tax through 
the introduction of a progressive scale and through other 
changes; (4) a reform of local taxation so that the local and 
general taxes together might form a harmonious whole. Of 
these reforms only the first two were accomplished, when the 
ministry was overthrown on an entirely different point. Yet 
even tiiese partial reforms represent a distinct step in advance 
and deserve our attention.^ 

The first step was the reduction in the excise duties. In 1892 
the excise on soap was abolished, and that on salt was reduced 
from nine to three florins per hundred kilogrammes. The vexa- 
tious registration duty on the transfer of land was lowered from 
6,27 to 2.15 per cent, or in the case of a second transfer within 
the same year from 1,09 to 0.40 per cent. With the exception 
of a minor tax on meat, there were then left only the duties on 
spirits and on sugar, which were retained as in other countries 
as essential features of the tax system. This reform in itself 
proved to be a distinct relief to the poorer classes. 

Of more importance were the changes made in the direct taxes. 
The business tax, akin to the French patentes^ had become in 
many ways inadequate and unjust, and was now to be replaced 
b}'' a tax on the actual, rather than on the assumed, income and 
was furthermore to be extended so as to reach income from other 
sources than from business. Pierson deemed it wise to separate 
this tax into two parts, one of which should apply to the income 
from property alone, while the other should include all other 
incomes. In the first case, however, it was thought best to 
make the tax in large part one on the property itself, rather than 
on the income from property. The earlier law thus provided 
for what is termed the property tax.^ 

The question that immediately presents itself is: Why should 

^ The best account of the changes, of the discussion in parliament and 
of the previous attempts at tax reform, will be found in an elaborate 
article by G. M. Boissevain, ^‘Dic neueste Steuerreform in den Nieder- 
landen,” in Finanz-Archiv, vol. xi., pp. 419-746. This also contains the 
text of the laws themselves. 

2 Act of Sept. 27, 1892. 
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there be a separate property tax? The answer is: largely for 
administrative purposes. The administration of the tax would 
thereby be put into the hands of officials already familiar with 
the land and inheritance taxes, while the income tax would natu- 
rally fall to the officials acquainted with the business tax; 
secondly, the local authorities might desire to add a percentage 
to the property tax rather than to the income tax; thirdly, it 
would be the most convenient method of providing for a different 
or higher taxation of income derived from property than of in- 
come derived from labor. In addition to these points the rather 
doubtful argument was advanced that the same amount of 
capital affords different rates of income according to the varying 
security of the principal, and that the poor man who cannot 
afford to make much of a choice generally prefers securities 
with higher rates of interest; to tax income instead of capital 
would thus be to favor the rich man. Finally, in answer to the 
objection that a non-dividend-yielding security would also be 
taxed, it was urged that this could not be avoided even under 
an income tax; for if the capital value of a security should fall 
in any one year more than the amount of the interest or of the 
ordinary dividend, the income tax would be paid not from 
income, but from capital. 

Dubious as some of these reasons were, they found favor with 
parliament. Even in the property tax, however, the principle 
of income was not wholly abandoned; for in the case of real es- 
tate the capital value was fixed at twenty times the annual rev- 
enue, unless the owner elects to be assessed according to selling 
value. It may be said in passing that the property tax applies 
only to individuals, not to corporations; and that furniture, 
objects of art, scientific apparatus, life insurance policies and 
a few other categories ^ are not yet included in taxable property. 

A point of considerable importance is that the old land tax 
is levied in addition to the property tax. The landowners 
had for many years blocked the way to any change in the sys- 
tem by asserting that to tax their land by the land tax and 
again by the property tax would involve gross double taxation. 
Mr. Pierson, however, had long ago espoused the capitalization 
theory of the land tax, and had maintained that an exclusive 
tax on land becomes a kind of rent-charge, depressing the sell- 

^ Such as articles of food; the right to pensions or annuities; property of 
which the usufruct is enjoyed by some one else; debts, wages and other 
income which is yet due. 
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ing value of the land by a sum equal to the capitalization of 
the tax. The new purchaser, he argued, makes an allowance 
for the tax in the purchase price, and buys to that extent an 
(ixemption from future taxation. Since, therefore, all other 
owners of property were to be taxed for the first time, it would 
be unjust to exempt the landowners from the property tax. 
The land tax is a rent-charge; the property tax is a real tax. 
The situation was deemed to be the same as in England, where 
the land tax exists side by side with the income tax on land. 

Were this chapter anything more than a bare summary 
of recent legislation, it might l)e shown that there was a partial 
fallacy in Mr. Pierson’s reasoning. For the theory of amortiza- 
tion, as it is called, holds good only on the assumption that 
the land tax is exclusive; while, as a matter of fact, even under 
the old Dutch system, there was also a tax on business or busi- 
ness property. Be that as it may, Mr. Pierson’s argument 
pnwailed; but several concessions were made to the landed 
interest. The rate of the land tax was reduced from seven to 
six per cent; the transfer duties on land were abolished; the 
official assessment of land for the property tax was purposely 
kept somewhat below the actual value; and land used for agri- 
culture, by a legal fiction to be stated in a moment, was exempted 
from the income tax. In these several ways it was sought to 
remove the imputation of doulde taxation. It may be ques- 
tioned, however, whether this object was entirely attained. 

The fundamental feature of the new system is the co- 
ordination of tiie property tax with a complementary income 
tax, for the purpose of reaching through a combination of the 
rates the entire taxable faculty of the individual. The official 
name of the income tax is ‘‘tax on income from occupations 
and other incomes,” ^ although it is generally called the business 
tax. The tax is levied on all “gains and wages,” which are de- 
fined to include “the amount of all net revenues from business, 
trade, manual labor, occupation or enterprise from temporary 
work or activity of any kind, from contractual or non-contractual 
profits, whether in cash or in securities.” The law applies 
to corporations as well as to individuals, while the property 
tax applies only to individuals; but if the corporation pays 
the income tax, individual security holders are exempted. In 
order to obviate the double taxation which would result from 
taxing business capital through the property tax and business 

^ Belasting op bedrijfs- en andcre inkomsten. Act of Oct. 2, 1893. 
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profits through the income tax, recourse is had to an expedient 
so familiar in Switzerland and also practised in INIassachusetts. 
The property tax is presumed to reach an income of four per 
cent; hence the income tax is payable in almost all cases only 
on the surplus profits above four per cent. In this way the 
property and the income taxes together are deemed to reach 
the whole income.^ In the case of capital invested in land, the 
income is declared to be legally equivalent to four per cent. 
Agricultural capital is hence exempt from the income tax, as 
it had previously been free from the business tax, although the 
land is liable to both the property and the land tax. 

In respect of the rate of taxation the new Dutcdi laws recog- 
nize the principle of differentiation as well as of progression. 
To differentiate the rate by taxing incomes from property 
more heavily than incomes from labor was, as we know, one 
of the avowed reasons for the enactment of the two separate 
laws, and did not meet with much op])osition. But when tlu^ 
project of graduating the tax was introduced, the discussion, 
as in all such cases, grouped itself about two main points. 
On the one hand the partisans of a strict y)roportional rate 
maintained that progression means socialism and confiscation; 
on the other hand the extremists declared their b('li('f in tlie 
socio-political theory of taxation, according to which pro- 
gressive taxation should be utilized as an (aigine to remove 
inequalities in fortune. Pierson took the middle ground, d(^- 
claring his opposition to both th(‘se theories and maintaining 
that a moderate progresvsion was a logical conclusion from the 
theory of faculty in taxation. ^‘Progressive taxation,’^ as he 
put it, “must never be a principle (as the socialists would have 
it), but only the application of a principle.” 

The practical arrangement was as follows: Property under 

13.000 florins is entirely exempt; from 13 to 14,000 the tax is 
fl. 2; from 14 to 15,000 it is fl. 4. If the property exceeds fl. 

15.000 but is less than fl. 200,000, the tax is 1.25 per mill for 
the surplus over fl. 10,000. Property of fl. 200,000 would 
therefore be taxed fl. 237J^. For every fl. 1,000 above fl. 200,000 
there is an additional tax of fl. 2. In other words, there is a 
deduction in all cases for a certain part of the property (fl. 
10,000) ; there is a complete exemption for a minimum of sub- 
sistence (fl. 13,000), and an abatement for a somewhat larger 

^^For a fuller discussion of this arrangement from the standpoint of 
theory, see supra, p. 102 and pp. 274-276. 
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amount (fl. ] 5,000) ; and finally there is a slightly progressive 
rixU\ For if income on property is reckoned as four per cent, 
tile property tax of 1.25 per mill (on sums below fl. 200,000) 
eciuals an income tax of three and one-eighth per cent; while 
a property tax of two per mill (on sums above fl. 200,000) 
e(|uals an income tax of five per cent. Owing to the deduction 
of fl. 10,000 as well as to the complete exemption of fl. 13,000 
and the abatements for fl. 13,000 and fl. 14,000, the property 
tax computed as an income tax would vary from zero to almost 
fiv(‘ per cent. This will be seen from the following table: — 


PllOrKHTY. 

Tax. 

Amount 

Percentagk 

il. 

11. 

pKR Mill. 

OF Income. 

12,000 

0 

0 

0 

13,000 

2 

0.15 

0.37 

14,000 

4 

0.29 

0.72 

15,000 

6.25 

0.41 

1.02 

20,000 

12.50 

0.G2 

1.55 

25,000 

1S.75 

0.75 

1.87 

50,000 

50.00 

1.00 

2.50 

100,000 

112.50 

1.12 

2.80 

150,000 

175.00 

1.17 

2.92 

200,000 

237.50 

1.19 

2.97 

210,000 

257.50 

1.23 

3.07 

220,000 

277.50 

1.26 

3.15 

250,000 

337.50 

1.35 

3.37 

500,000 

837.50 

1.67 

4.19 

l,000,fK)0 

1,837.50 

1.84 

4.59 

3,000,000 

5,837.50 

1.95 

4.86 

5,000,000 

9,837.50 

1.97 

4.92 

10,000,000 

19,837.50 

1.98 

4.96 

20,000,000 

39,837.50 

1.99 

4.98 


In the income tax it was proposed to observe the same prin- 
ciple of graduation, but the rate was to be less. Since fl. 200,000 
is e(|uivalent to fl. 8,000 income, the original plan was to tax 
incomes from labor above a certain minimum two per cent 
up to fl. 8,000, and three and one-fifth per cent above that, 
instead of the three and one-eighth per cent and five per cent 
jates of the property tax. That is, incomes from labor were 
to be taxed three-eighths less than incomes from property. 
It was decided, however, to make the minimum of subsistence 
higher in the income tax than in the property tax, partly because 
of the existence of indirect taxes, partly for other reasons. 
The consequence was the necessity of two schedules in the 
income tax, one for incomes from labor alone, and one for 
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taxpayers already subjected to the property tax. In the former 
case the tax is levied only on the surplus above fl. 650; but as 
the property tax is levied only on the surplus above fl. 10,000 
(which corresponds to an income of fl. 400), the tax on incomes 
from property is levied on the surplus above fl. 250 (or the 
difference between fl. 650 and fl. 400). The higher rat(‘, there- 
fore, begins in this case not with fl. 8,000 (as in the case of labor 
incomes), but with fl. 8,200. This would result in the following 
schedules, wdiich, although seemingly complicated, are the 
results of simple computations: — 

Schedule B (for those liable also to the Pmperty 7'ax). 

Schedule A. When Property amounts to When Property varies 

Incomes from Labor. fl. 13,000 or fl. 14,000. between fl. 15,000 and fl. 200,000. 


Income. 

Tax (in florins) . 

Income. 

Tax (in florins). 

Income. 


Tax hn florins). 

650 to 

700 

1 

250 to 

300 

2 

250 to 

300 

1.25 

700 

750 

2 

300 

a 

350 

2.75 

300 

{{ 

350 

2 

750 “ 

800 

2.75 

350 

u 

400 

3.50 

350 

a 

400 

2.75 

800 

850 

3.50 

400 

(( 

450 

4.25 

400 

a 

450 

3.75 

850 

900 

4.25 

450 

a 

500 

5 

450 

a 

500 

4.25 

900 

950 

5 

500 

a 

550 

5.75 

500 

it 

550 

5 

950 

1000 

5.75 

550 

a 

600 

6.50 

550 

it 

600 

5.75 

1000 

1050 

6.50 

600 

n 

650 

7.25 

600 

it 

650 

6.50 

1050 “ 

1100 

7.25 

650 


700 

8 

650 

a 

700 

7.25 

1100 

1150 

8 

700 

(( 

750 

8.75 

700 

it 

750 

8 

1150 

1200 

8.75 

750 

<( 

800 

9.50 

750 

a 

800 

8,75 

1200 

1250 

9.50 

800 

(( 

850 

10.25 

800 

it 

850 

9.r>o 

1250 “ 

1300 

10.25 

850 

(( 

900 

11 

850 

it 

900 

10.25 

1300 “ 

1350 

11 

900 

(( 

950 

11.75 

900 

(( 

950 

11 

1350 “ 

1400 

11.75 

950 

it 

1000 

12.50 

950 

ii 

10(X) 

11.75 

1400 “ 

1450 

12.50 

1000 

it 

1050 

13.25 

1000 

a 

1050 

12.50 

1450 ‘‘ 

1500 

13.25 

1050 

a 

1150 

14 

1050 

a 

1100 

13.25 

1500 ‘‘ 

1600 

14 

Over 1050 

144- 

1100 

a 

1200 

14 

1600 

8200 

144- 

2 florins for 

every 

Over 1100 

14+ 


2 per cent cn surplus hundred florins on 2 florins for every hun- 
over fl. 1500. surplus over fl. 1050. dred florins on surplus 

Over fl. 8200, fl. 148 But if the income, over fl. 1 100. 

4-3.20 per cent on sur- together with 4 per But if the income, 
plus over fl. 8200. cent on the taxable together with 4 per 
properly, exceeds fl. cent on the taxable 
8150, a tax of 1.20 property, exceeds fl. 
per cent is payable <S200, a tax of 1.20 per 
on the excess. cent is payable on the 

excess. 

When property exceeds fl. 200,000, the tax is 
3.20 on every hundred florins income over fl. 
200 . 
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It may be said, in passing, that there are two additional 
schedules in the income tax; corporations being taxed in all 
cas(;s two and one-half per cent, and foreign travelling sales- 
men paying a fixed tax of fl. 15. Of the administrative features 
of the laws the chief j)oint is that the returns both of property 
and of income rest on the principle of self-assessment, supple- 
mented by careful official scrutiny. 

After th(^ passage of these two acts Pierson prepared to 
undcTtake tlie reform of the personal tax and of the local revenue 
syst(un. He had gone so far as to contemplate the introduction 
of the progressive scale into the tax on house rentals ; but before 
the bill could be discussed and before his wider plans for other 
changes were com})leted, he was compelled to resign for reasons 
euitirely dis(*onnected with these financial problems. 

The reform of the Dutch tax system was thus only partial; 
but enough was acc'.omplished to entitle Pierson to a high 
place in the ranks of fiscal reformers. The exaggerated burdens 
on the lower classes were lessened, the tax on incomes was 
generalized and equalized , and the principles of progression 
and of differentiation were introduced; in short, a notable step 
was taken toward the realization of the doctrine of faculty. 
Although open to criticism in some of its details, the change 
rei)resents undeniable progress. 

IV. Prussia 

While England, Holland and New Zealand were occupied 
chiefly with the reform of general state taxation, Prussia was 
fortunate enough to take one step further and to address her- 
self to the solution of a problem which the reformers in other 
countries declare to be their next point of attack. The reform 
of local taxation, and the establishment of proper relations 
between the general and the local revenue systems constitute 
I)roblems which to-day confront all countries; for no really 
harmonious system of taxation can ever be attained until the 
(claims of conflicting or overlapping jurisdictions are satis- 
factorily adjusted. In federal states like Germany, Switzerland 
and the United States the matter is complicated by the demands 
of the central government; but hi all countries the fiscal rela- 
tions between the state and the local spheres of government 
are more or less confused and unsatisfactory. The immense 
increase in local needs has everywhere so pushed this problem 
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into the foreground that the solution inaugurated in Prussia is 
a matter of far more than mere local importance. 

In order to understand the situation, it is necessary to dwell 
for a moment on the Prussian tax system. In Prussia, as well 
as in the other German states and in most of tlie remaining 
countries of the continent, the state system had been based on 
the principle of taxing product. The old general property tax 
long since disappeared and was replaced by a system which 
attempted to reach the constituent elements of produce. In- 
stead of taxing a man personally on his property, the x)lan was 
to tax the various sources of revenue themselves. The thing, 
and not the person, was primarily responsible; and therefore^ 
the new taxes received the name of real taxes, as compared with 
the former personal taxes.^ These taxes on product (Ertmg- 
deiJuirn) as they arc called in Prussia, or real taxes {iuipots reels) 
as they are called in France, everywhere included taxes on the 
product of land, of buildings and of business. In addition to 
these, one or two other taxes were sometimes utilized, to 
round out the system. What was omitted in the three taxes 
above was the product of money lent at int(^r(‘st and the produce 
of labor. Some of the German states therefore, desiring to be 
logical at all costs, added a tax on interest {Kapitalrentensteuer) 
and a tax on wages {Lohn- und Besoldungsteucr) . In most 
cases, however, the wages tax was omitted because th(^ laborer 
already bore more than his share, and the tax on interest was 
replaced by a more general tax which endeavored in some way 
to reach the individual condition of the taxpayer. Thus in 
France shortly after the Revolution the “personal and mova- 
bles^’ tax was introduced, which tried to reach individual ability 
through expenditures; ^ while in Prussia the three taxes men- 
tioned above were supplemented by a class tax, which was to 
reach the taxpayer in some rough proportion to his revenue. 

In the course of time, however, it came to bo recognized 
that product was for many reasons too rough a test of faculty; 
and the tendency, recent evidence of which has been seen above, 

‘ This nomenclature must, of course, not be confused with that sometimes 
employed in America, where real taxes mean taxes on realty, and personal 
taxes denote taxes on personalty. 

* In France, it is true, there was an additional tax, “the door and window 
tax.^’ But all French writers confess that it is indefensible and it, like the 
other “real taxes,’' was abolished in 1917 when the income tax was in- 
troduced. 
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was to replace product by income. Thus, the class tax in 
Prussia was somewhat modified as early as 1821 in the direction 
of an income tax, until after successive changes in 1851 and 1873 
it became a complete general income tax in 1891. The land, 
house and business taxes were nevertheless retained. This 
mixture of taxes on product and on income was recognized as 
illogical, but was defended on the ground that the government 
could not yet dispense with the former. At the same time the 
business tax was radically reformed, so as to afford a far more 
a(amrate criterion of real business income. Finally, the same 
year, 1891, saw the recasting of the old probate duties into an 
inheritance tax, which especially with the amendments of 1895 
l)ecamc a modern collateral inheritance tax with rates graduated 
from on(^ to eight pc'r cent ac(*,ording to relationship. The r(‘form 
of the taxes on income, busin(‘ss and inlieritances, while exceed- 
ingly important, will be passes! over here, partly because the 
l<‘tws w(‘re enact(ui several years earlier and have been treated as 
separate nn^asures (^Isewhere,^ and partly because the principles 
involvi^d are about the same as those alluded to in the reform of 
Dutch taxation. A])ove all, the real significance of the recent 
Prussian h'gislation lies in a different domain. 

The Prussian legislator, in desiring to reform the whole tax 
system, was (‘onfronted by several tasks. In the first place, 
in order to realize the principle of the taxation of persons rather 
than of jiroduct, it was necessary to supplement the income tax 
liy some otlier, so that their joint yield would render it possible 
to dispense with the taxes on product; secondly, it was nec- 
essary, as in Holland and elsewhere, to provide for a differen- 
tiation as well as for a progression of taxation; thirdly, since 
local needs differ from general needs, a distinction had to be 
drawn between the sources of local and general revenue. Sep- 
arate taxes thus had to be assigned to each sphere of govern- 
ment activity. 

Let us see how these several tasks were accomplished. Just 
as the English reforms were largely the work of Harcourt, 

^ For the income tax cf. Scligman, The Income Tax, 1911, pp. 250-258. 
For the business tax, cf. J. A. Hill, “The Prussian Business Tax,” Quar- 
terly Journal of Economics, viii., p. 77. The most elaborate treatment of 
the subject is to be found in two articles by Professor A. Wagner, “Die 
Reform der direkten Staatsbesteuerung in Preussen iin Jahre 1891,” Finanz- 
Archiv, viii., pp. 551-810, and xi., pp. 1-76. Cf. the articles by Jastrow, 
“Studien zur preussischen Einkommensteuer,” in Jahrhucher fiir National- 
okonomie und Statistikj Iviii., pp. 634, 839, and lix., p. 75. 
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and as the Dutch reforms were due to Pierson, so in Prussia the 
chief credit must be given to tlie finance minister, Dr. Miquel, 
although he was here simply walking in the path cleared for him 
by the foremost economists.^ 

When the income-tax law of 1891 was discussed, the hope 
was expressed that its yield might be sufficient to enable tlie 
state to dispense with the taxes on product; for notwithstand- 
ing the labored arguments of some writers, the simultaneous 
existence of income and of produce taxes was recognized as 
illogical. Even though the principle of progression was applicnl 
to the income tax, it was thought that the yield would fall far 
short of the desired amount. Since an increase of the rate above 
the four per cent fixed in the law as a maximum was impossible, 
an earnest effort was made to expand the existing collat(‘ral 
inheritance tax into a direct inheritance tax. This plan, however, 
came to naught; and nothing remained, therefore, but to con- 
tinue the old taxes on product. 

The agitation, nevertheless, went on and was helped along b}" 
what was conceded to be a defect in the income tax. Althougli 
the principle of progression had been intro<lu(‘ed, no provision 
had been made for a differentiation of the rate. Income from 
labor was taxed at the same rate as income from property. 
Dr. Miquel therefore proposed to introdu(^e a supplementary 
property tax, hoping in this way to achieve both of the desired 
results. Since this property tax, like all nominal property 
taxes, would really be paid out of the income of the property, it 
was thought that it would act as an additional tax on income in 
so far as the income was derived from property. Incomes from 
labor would pay only the income tax; incomes from property 
would pay both income tax and property tax. Thus a practical 

‘The leading German article.s on the topics arc as follows: J. Jastrow, 
“Die Venndgensteuer und ihre EinfUgung in das preussische Steuersystom,” 
Jahrbucher fur Nationaldkonornie und Statistiky lix., p. 161 ; R. Friedberg, 
“Zur Reform der Gemeindebesteuerung in Preussen,” ibid.y pp. 321-341; F. 
Adickes, “Ueber die weitere Entwickelung des Gemeinde-Stcaerwesens 
auf Grund des preussischen Kommunalabgabengesctzes vom 14 Juli, 1893,“ 
in Zeitschrift fiir die gesammte Staatswissenschafl, li., pp. 410-452, 583-658. 
The best treatment of the whole topic, including a history of the earlier 
system, a description of the government bills, and the discussions in Parlia- 
ment, as well as the text of the law itself with commentaries, is to be found 
in F. Adickes, Das Kommunalabgahengesetz vom 14 Juli lS9Sy fur den prak- 
tischen Gehrauch mil einer geschichtlichen Einleitung und Erldulerungen 
verseheny Berlin, 1894, 8vo, 396 pp. 
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differentiation would be introduced This supplementary tax^ 
moreover, would be levied on the property owner and would be 
a substantial addition to the personal taxes, rendering it pos- 
sible for the state to dispense with the taxes on product. 

This reasoning prevailed, and resulted in the enactment of 
the law of 1893, which was, however, not to go into force until 
April 1, 1895.^ The law provided for a ^^supplementary tax'' 
of five-tenths, or one-half of one, per mill on all property. 
Exemption was granted to all property of less than 6,000 marks; 
to all persons whose income does not exceed 900 marks, pro- 
vided their property does not ex(^eed 20,000 marks; and to 
women wage earners and minor orphans whose income does not 
exc^eed 1,200 marks, and whose property does not exceed 20,000 
marks. 

What is more important is the change that was now made 
})ossible in the local revenue system, and in its relation to the 
state system. 

The German local revenue system was exceedingly unsat- 
isfactory. In most of the towns indirect taxes on (consumption 
played a considerable role; in some places indirect taxes on 
transfers yielded a sul)stantial sum. But so far as direct taxes 
are concerned, we find everywhere that the towns simply added 
a percentage to the state taxes, which in most cases would be 
taxes on product, like the land, house, business, interest, and 
wages taxes. Whccre state income taxes existed, a local percent- 
age was also added, so that the amount of income taxes alone 
paid by a townsman often exceeded eight or ten per cent. Only 
in four towns, among them Berlin and Frankfort, wnre there any 
taxes on rentals. In Prussia the matter was still further com- 
plicatexi by the so-called Lex Huene of 1885, which provided 
that a certain share of the imperial duties on agricultural 
products should go to the local divisions instead of to the state. 

^ Ergtinzungssteuergesetz von 14 Juli, 1893. The tax is arranged in 
classes so that the one-half mill rate applies only to the lowest figures in 
each class. 

Property. Tax. 

Thus 6,000 to 8,000 marks pay 3 marks. 


10,000 to 12,000 “ 

5 

20,000 to 22,000 

10 

40,000 to 44,000 “ 

“ 20 

60,000 to 70,000 “ 

“ 30 


From 70,000 to 200,000 m. the tax increases 5 marks for each 10,000 m. 
Above 2()0,000 m. the tax increases 10 marks for each 20,000 m. 
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The shortcomings of this whole system were so obvious and 
became so intolerable that Prussia boldly attempted to abolish 
them at one stroke. The fundamental principles that emerged 
in the discussion of the subject during the session 1892-93 may 
be summarized as follows: 

The relation of the individual to the local community is 
somewhat different from his relation to the state at large. 
The town is to a certain extent an association of business in- 
terests. While therefore the obligation of the citizen to con- 
tribute to the general burdens should be regulated by the 
principle of faculty or ability, it is eminently proper that in the 
case of the local bodies more attention should be paid to the 
principle of benefits. In the local divisions, an extension should 
be given to the principle underlying what in the United States 
are called special assessments and fees. An argument of some- 
what the same nature — a discussion of its precise terms would 
carry us too far astray — led to the demand for the real estate 
tax as one of the chief sources of local revenue. A tax on real 
estate is a real tax, a tax on product; it is not a personal tax. 
Moreover, the real estate tax is an especially good local tax, 
partly because the benefits of local expenditure accrue primarily 
to real estate and thus increase the faculty of the owner; partly 
because making it a local tax would at once remove from the 
public arena the unseemly disputes about inequality of rates 
and about equalization, with which the public is scarcely less 
familiar abroad than in America. 

On the other hand, the income tax is unsuitable for a local 
tax, chiefly because amid modern complications income can- 
not well be localized. The sphere of local indirect taxes, also, 
should be restricted, because local taxes on consumption are 
apt to press with undue severity on the poorer classes. But 
since other classes, as well as real estate owners, share the 
duty of contributing to local burdens, the real estate tax should 
be supplemented by a business tax, in the shape of a real tax, 
rather than of a personal tax. Thus the conclusion is easily 
reached : personal taxes in the shape of an income tax and of a 
supplementary property tax for the state government; real 
taxes, like the land tax, the house tax and the business taxes 
for the local bodies. If we join to this a diminution in the 
local indirect taxes, and an increase of special assessments 
and of fees, we shall have a system which is logically defensible 
and practically workable. 
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In accordance with these ideas were passed the three great 
laws of July 14, 1893. The first law, which has already been 
mentioned, provided for the supplementary property tax. 
The second law ^ abolished as sources of state revenue the real 
taxes — that is, the land tax, the house tax, the business tax 
and the old tax on mines, the first three being handed over 
to the communes or local bodies, and some minor changes 
being made in the business tax with the same end in view. 
This law, like the others, was not to go into effect until 
April 1, 1895; partly in order to leave time for the arrangement 
of the local system, partly in order to enable the state income 
tax to be perfected so that its increased yield would more than 
compensate for the loss of the taxes on product. Finally, 
the third law ^ regulated the sources of local revenue. 

According to this law, the local bodies are not only per- 
mitted, but directed, to impose fees and special assessments 
in cases where the local action results in a special measurable 
benefit to the individual; and the extent of these charges is 
definitely regulated. Indirect taxes are not forbidden, but it 
is provided that no new or increased taxes may be imposed 
on meat, corn or bread, potatoes or the articles of common 
consumption. Direct taxes may be imposed on real estate 
and on business. In special cases a local income tax may be 
levied as an addition to the state income tax; but a maximum 
is fixed and permission is given to substitute in its stead taxes 
on expenditure, which must be so arranged as not to impose 
on the poor a heavier burden than on the rich. In no case 
may a local general property tax be imposed, nor may the 
existing taxes on rentals be increased. The statute does not 
affect in any way the rights of the local bodies to revenue 
from industrial enterprises or municipal monopolies, with 
the one exception that the charges must be sufficient to pro- 
vide a revenue at least equal to the interest on the outlay and 
a yearly addition to the sinking fund. The law closes with 
some minor provisions applicable to county or provincial 
revenues. 

Into the details of these laws it is manifestly impossible to 

^ Gesetz wegen Aufhebung direkter Staatssteuern. This is printed in 
Finanz-ArchiVy x., pp. 795-801. 

2 Preussisches Kommunalabgabengesetz. This has been published in 
Finanz-ArchiVy x., pp. 318-341. The best edition is the one of Adickes, 
mentioned above, with commentary and notes. 
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go. Were there space, it would be fruitful to call attention 
to some errors in the general theory and to some mistakes 
in the practical arrangements. Thus the abolition, rather 
than the improvement, of the rentals tax; the retention of 
the indirect taxes; the failure to provide for a state inheritance 
tax; and the inadequate working out of the principles of the 
corporation tax constitute undeniable blemishes. Above all 
there, was an unfortunate limitation upon the increase of the 
^‘reaT’ taxes. It was enacted that for every increase in the 
rate of the income tax on the part of the localities, there must 
be at least a similar increase (but at most not more than one- 
half as much again) in the rate of the real taxes or taxes on 
product — the taxes on land, buildings and business. If the 
taxes on product, however, are augmented so as to reach one 
hundred and fifty per cent of the old rates, furtlu'r increases 
are permitted at the rate of two per cent in the income tax 
for each one per cent in the taxes on product until the latter 
reach two hundred per cent of the old rate. Exceptions to 
this rule are permitted only by governmental sanction. The 
result has been that it has become impossible to raise the rc^al 
estate tax in the towns without increasing the rate of the in- 
come tax to inordinate heights. As a consequence the German 
cities, which everywhere raise far less revenue from real estate 
than do the American cities, have sometimes been seriously 
embarrassed in securing adequate revenue. This is undoubtedly 
the chief defect in the law. 

All these defects, however, sink into insignificance when com- 
pared with the one great boon — the acceptance, even in an 
imperfect way, of the principle of the segregation of source 
as between local and state revenues. For this all reformers 
have been contending the world over — in France as in Austra- 
lia, in Italy as in America. To have successfully accomplished 
this result and to have brought it into harmony with the doc- 
trine of faculty, is an achievement of sufficient importance to 
entitle Dr. Miquel to a high place in the ranks of fiscal reformers. 
The j^ear 1895 will mark an epoch not only in Prussian, but 
also in international finance. 

After this survey it is needless to point out the lessons appli- 
cable to the United States. The economic conditions of the 
civilized world are ever 3 rwhere fast becoming the same; and 
upon the changes in economic conditions depend the changes 
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in financial systems. In old Europe as well as in young Aus- 
tralia the sarnt^ tendency is unmistakable — the trend to greater 
justice in taxation. When four widely distant countries re- 
form their systems almost simultaneously, and upon the same 
g('neral lines, the inference is irresistible that the causes of the 
movement are of far more than mere local .significance. To 
shut our eyes to this world-wide movement would be supreme 
folly; to j)rofit by its lessons and to bring our own system into 
line with the demands of modern science^ and of modern’ con- 
ditions will be no less wise than it is inevitable. 



CHAPTER XVII 


RECENT REFORMS IN TAXATION. II. THE REFORMS 

OF 1909-1910 

Nothing, perhaps, in the history of taxation is more striking 
than the appearance of successive waves of reform. In the 
preceding chapter we have studied the movements which 
culminated at almost the same time in various countries, 
some of them widely separated from each other. A decade 
and a half later we find another reform movement which swept 
over some of the identical countries treated of above, and 
which, although in some respects proceeding still further on 
the old lines, yet in other ways struck out in a new direction. 
The years 1909-1910 are marked by significant changes in the 
fiscal systems of England, Germany and Australia, and in the 
same year came the adoption, after several decades^ struggle, 
of the income tax bill by the lower house in France.^ 

I. Great Britain 

The first place in the history of the reform movement is oc- 
cupied by Great Britain in the famous Lloyd George budget. 
This, while maldng in some respects a new departure in fiscal 
policy, is nevertheless to be considered in the main as a logical 
development of a movement initiated some time ago. 

The agitation for augmented revenues in Great Britain has 
been precipitated, as is well known, by the great increase in 
expenditures, due partly to the prodigious addition to the naval 
estimates and partly to the new social legislation on old-age 
pensions and national insurance. Moreover, it is everywhere 
conceded that England is on the brink of still greater expendi- 
tures. For while it may indeed be expected that the mad race 
for increased naval armaments will before long reach its term, 
it is not unlikely that the insurance schemes constitute only the 

^ For a study of this subject which is not treated here because the reform 
had not yet been accomplished, see Seligman, The Income TaXy New York, 
1911, part I., book 2, chap. 2. The reform y,as finally accomplished in 1917. 
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first of a series that will call for increasingly vast outlays. Even 
if England should adopt the policy of so-called tariff reform, 
it is improbable that the whole or even the greater part of its 
increased expenditure will be met by import duties. 

Until the repeal of the corn laws, the national revenues of 
England, like those of almost all other great nations, were de- 
rived almost exclusively from indirect taxes. Beginning shortly 
before the middle of the century, the tendency in England, as 
elsewhere, has been toward reliance, in an ever greater degree, 
upon direct taxes. First the income tax was introduced, al- 
though timidly and only as a temporary measure. Gradually 
its administration was improved and its yield increased, until 
by the end of the seventies it was recognized as a permanent 
part of the tax system. In the nineties the death duties or in- 
heritance taxes were remodelled, and have since been playing 
an increasingly important role in the budget. And now, finally, 
the various forms of land revenue were to be added to the list 
of direct taxes. 

It would be a mistake, however, to assume that an over- 
emphasis was put upon direct taxes. On the contrary, a con- 
siderable part of the additional revenue in the new budget was 
to come from indirect taxes. In fact, so far as its fiscal policy 
is concerned, the Liberal party cannot be said to be opposed 
to the use of indirect taxes; it is committed rather to the prin- 
ciple that, in order to meet the growing needs of government, 
recourse must be had to direct as well as to indirect taxes. 
The English policy is to hold the balance even, not, as is often 
hastily assumed, to dispense with indirect taxes. Thus, if we 
take the period from 1895 to 1908 — ^that is, from HarcourUs 
budget reform up to the year preceding the Lloyd George 
budget — ^we find that of the increase in revenues of 44 million 
pounds 20 million pounds came from indirect taxes and 24 million 
pounds from direct (as appears from the table on the next page). 
Moreover, when attention is directed to the reduction of indirect 
taxes in the budgets of 1906 and 1908, it is sometimes forgotten 
that equal reductions were made in the direct taxes. ^ From 

^ In an article by J. Watson Grice in the American Economic Review ^ vol. 
i. (1911), p. 490 et seq.j an incorrect impression is left on the reader’s mind 
as to this point. All the remissions of indirect taxes mentioned by Mr. 
Grice, like those on coal, sugar and tea, were simply remissions of now or 
additional taxes, imposed during the war period, and were more than coun- 
terbalanced by the reduction of the rate of the income tax. 
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1903, which was the highwater mark of the new budgets, to 1908, 
the remissions of taxation were nearly the same in each of the 
two classes. 


Revenue (in millions of pounds) 


TEAR 


INDIRECT TAXES 


DIRECT TAXES 

CUBTOMfl 

EXCI3KS 

BTAMP8 

TOTA L 

INCOME 

TAXBB 

ESTATE 

DUTIES 

TOTAL 

1895 .... 

20 

30 

6 

56 

16 

11 

27 

1903 .... 

1 

35 

37 

8 

80 

39 

18 

57 

1908 .... 

32 

36 

8 

76 

32 

19 

51 

1 


It was quite natural, therefore, that when, in 1909, Lloyd 
George found a little over 14 millions needed to carry out his 
program, he decided that somewhat more than one-half of the 
deficit should be raised from indirect taxes: from increased 
customs duties and excises on liquors and tobjicco, together 
with additional stamp duties, especially on securities, a gradu- 
ated tax on motor cars and a new tax on petrol. To be precise, 
the additional indirect taxes were to yield £7,350,000 as against 
£6,850,000 from additional direct taxes.^ 


^ The items arc ; 
Liquor licenses 
Tobacco . 

Spirits 

Stamps 

Petrol 

Motor-car license.s 


( follows: 

. . £2,600,000 

. . 1,900,000 

. . 1,600,000 

. . 650,000 

. . 340,000 

. . 260,000 


Income tax . 

Estate duties . 
Land value duties . 


. £3,500,000 
. 2,850,000 
. 500,000 


£7,350,000 


£6,850,000 


The chief alterations in the indirect taxes were as follows: 


Customs duties: 

Spirits; old duty, 

11«. 4d. per gal. 

increased to 

additional duty, 

3s. 9d. 

it a 

(( 

ft 

Beer: old duty, 

£l-12s. 

bbl. 

it 

tt 

additional duty, 

Is. 

ii a 

It 

tl 

Tobacco: old duty, 

Ss. 

“ lb. 

It 

it 

additional duty, 

8d. 

a ti 

n 

tt 


18s. Id. 
5«. Id. 
£l-17s. 6d. 
l8. 2d. 
4s. 4d 
1 «. 
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Incidentally it may be remarked that the law of 1909 re- 
pealed the old prohibition against cultivating tobacco in Great 
Britain (the repeal had already been applied in Ireland in 
1908), which had been introduced over two and one-half cen- 
turies ago in order to foster the growth ol tobacco in the American 
colonies and to secure the tobacco revenue entirely from customs. 
Henceforth the tobacco revenue in Great Britain is to come not 
only from customs duties but also from an internal license of 
five shillings and the excise. 

Bearing in mind, then, the important part which the increase 
of indirect taxes plays in the new scheme, it remains none the 
less true that the chief interest of the budget lies in the direct 
taxes, that is, the income tax, the inheritance tax and the new 
land taxes. 

First, as to the income tax. There are, as is w(4l known, 
two different kinds of income taxation. The one is the Prussian 
system of the so-called ‘dump-sum^^ income tax, where a man is 
(iompelled to make a return of his entire income. The other 
is the stoppage-at-source system, where the income is classified 
into a number of categories, and an attempt is made to have the 
tax paid, not by the person who receives the income, but ].)y the 
person who pays or advances the income to the re(‘ipient. This 
is the system which the English have adopted, and which they 

Excise: 

Spirits: old duty, 11s. per gal. increased to 14.s. 9d. 

Tobacco: new duty, 3s. Gd. p(ir lb. up to 4s. 8d. 

Motor new graduated 

cars: duty, £2- 2s. for 6^2 k. p. " “ X12 

for over 60 h. p. 

Petrol: new duty, 3d. per gal. 

Liquor licenses: 

Whole.sale dealers in spirits :£10-10s. increased to £l.5-15s. 

Wholesale dealers in beer: £ 3- Gs. “ “ £10-10s. 

Retail dealers: duties increased according to a percentage of the annual 
value of the licensed premises. 

Stamp duties: 

The duties on conveyances and sales, on leases (except the penny duty) 
and on marketable securities were doubled. On contracts the old rates of 
Id. and Is. were increased to 6d., rising to £1 on contracts of over £20,000. 

The best account of the new excises, stamps and liquor licenses will be 
found in J. Wylie, Liquor License DutieSj Death Duties^ Income D^dieSy 
Stamps, Customs and Excises, under Parts //. to VIII. of the Finance {1909- 
10) Act, with exjdanatory Notes and References, Rules and Regulations^ 
etc. (London, 1910). 
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consider far superior to the Prussian. Under it the total amount 
of a man's income is not divulged, except in the case of in- 
comes under £700, where certain abatements are permitted. 
But the English system, largely because of these arrangements, 
has always involved, at least on all incomes over the normal 
amount of £700, a simple proportional tax and, until 1907, an 
undifferentiated tax as well. 

The interesting feature of the new provisions is that England 
is hen(;eforth to enforce both the differentiation and the gradua- 
tion of the income tax. In other words, not only is a distinction 
made whereby unearned incomes are taxed at a higher rate 
than earned incomes,^ but the beginnings of a real progressive 
taxation are introduced by the adoption of the so-called super- 
tax. That is to say, Avhenever the total income exceeds £5,000, 
an additional duty of 6r/. in the pound (over and above the 
normal rate of Is, 2d.) is charged for every pound of the amount 
by which the total income exceeds £3,000. Moreover, on the 
smaller incomes, in addition to the abatements that were al- 
ready in force, it is provided that in the case of all incomes 
under £500 a reduction of £10 in the tax shall be made for each 
child. Thus at both ends of the scale modifications of the in- 
come tax are provided which look to a greater approximation 
to the principle of ability to pay. 

The importance of the change lies chiefly in the application 
of the doctrine of progression. In order, however, to make 
this possible, it has become necessary to abandon, so far as the 
larger incomes are concerned, the old principle of the stop- 
page-at-source and to replace it by that of the lump-sum tax. 
That is to say, the proportional part of the income tax will 
still be levied as formerly, according to the stoppage-at-source 
scheme, but the super-tax will have to be assessed according to 
the lump-sum principle. Although some doubts were expressed 
as to the administrative practicability of the new plan, it has 
thus far worked without much friction. The number of super- 
taxpayers during the first full year of the operation of the 
law was between ten and eleven thousand, with an aggregate 

1 In 1907, when the general rate of the income tax was Is., earned incomes 
up to £2,000 were charged only 9d. The Finance Act of 1909-10, which 
fixed the normal rate at Is. 2d., left unearned incomes up to £2,000 at 9d. 
and assessed unearned incomes between £2,000 and £3,000 at Is. For full 
details of what is meant by earned income under these laws, see Seligman, 
The Income Tax 2d. ed. (1914), pp. 202-205. 
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income of almost 130 million pounds upon which the super-tax 
was about two and one-half millions.^ It is worthy of note that 
the income-tax project adopted by the lower house in France 
pursues the same dou})le plan. 

While the progressive feature was only hesitatingly intro- 
duced into the income tax, it has been applied to the inheritance 
tax since 1894. An interesting featim^ of the new budget is the 
great expansion in the scale of graduation. A decided step in 
this direction had already been taken in 1907, when the rates 
of the duty on estates over £150,000 were increased, so that 
estates of a million pounds paid ten instead of seven and one- 
half per cent, and the maximum rate, on estatcis over three 
million pounds, was raised from eight to fifteen per cent.‘^ 
According to the new scheme the estate duty, which begins 
at the rate of one per cent on estates from £100 to £500, now 
runs up, in a steep graduation, until it reaches ten per cent on 
estates between £150,000 to £200,000 and fifteen per cent on 
estates over £1,000,000.^ In considering these figures it must 
be remembered that in addition to the estate duty, which ap- 
})lies to the whole of th(‘ estate, there are also the legacy and 
siKa'.ession duties, whicli apply to separate shares of the estate, 
and which correspond to what are called in America collateral 
inheritance tax(\s. These, which are graduated according to 
relationship, run up to ten per cent. The result is that the 

^ Owing to the contest over the budget the returns for tlie year 1909- 10 
did not come in until the following year. For details see the ^'ifly-fourth 
Report of the Coimnissiomrs of Inland Revenue (1911), pp. 99, 1(K). 

For the exact figures of the law of 1907 see Seligmaii, Progresnive Taxa- 
tion (2d ed., 190<S), p. 45. 

^ The exact scale is as follows: 
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English inheritance tax under its present form is graduated 
up to the point of twenty-five per cent — figures which are as 
high as those found in any other part of the world and which, 
so far as the direct inheritance tax is concerned, exceed any- 
thing that is to be found in the United States. 

Important as were these changes in the income tax and the 
death duties, the most significant feature of the budget — and the 
true cause of the resistan(*e by the House of Ijords which led 
to the epoch-making constitutional changes of the following 
year — was the introduction of the new land taxes. 

II. The British Land Taxes 

Since the gradual breakdown of the old English land tax and 
its conversion in 17i)8 into a redeemable rent charge, land in 
England had not been subject to any special taxation. The 
local rates were indeed levied on real estate, and the profits of 
land were subject to the income tax; but, both in the local 
rates and in the income tax, land was taxed only when it yielded 
an actual revenue, and whenever land was not rented or did 
not yield an actual money income it was not taxed at all. In a 
country like England, where there are so many large estates 
utilized for purposes of pleasure or other non-lucrative ends, 
or held for speculation, this had become a source of great em- 
barrassment. Moreover, even as to the land that is rented, 
the English system differs from that of the United States in 
two important respects. 

In the first place, in the United States land in the outskirts 
of the towns is subject to special assessments for local improve- 
ments. When the value of the land is enhanced by the open- 
ing or grading of streets, a portion of the enhancement of 
value is taken by the government, which in a sense creates it. 
In England, with rare exceptions in recent years, this practice 
is unknown. The British landowner enjoys the increment of 
value, and the burden of the expenditure is borne by the gen- 
eral ratepayer. 

In the second place, land in the United States is taxable at 
its selling value; and, if the land rises in value as population 
increases, the landowner must still bear his proportion of the 
local burdens, even though the land remains vacant or is used 
for agricultural purposes. While some American towns are 
indeed in the habit of assessing vacant lots with considerable 
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tenderness, others pursue a different practice, and in every case 
it is an easy matter for an aroused public sentiment to make the 
practice conform to the law, and thus to increase the burdens 
of the land pari passu with the rise of land values. In Great 
Britain, on the other hand, lands are taxable according to 
rental value. If they are vacant they are, as we have seen, fre- 
quently not taxed at all. If they are rented for agricultural 
purposes, however, their rental value is manifestly far lower 
than would be the case if the land were used for buildings. 
C'onse(iuently, even if they are subject to the local rates, they 
pay a pitifully small amount compared to their real ability to 
pay; and the growing prosperity of the town results only in 
benefits to the landowner mthout subjecting him to any corre- 
sponding burd^ais. 

Thus from every point of view the owmers of unimproved 
land in Great Britain constituted a favored (4ass. They were 
not subject to special assessments, they were not taxed when the 
land was unrented, and they were undertaxed if the land was 
rented. In all these respects they were in a position very dif- 
ferent from that of the American landowners. The situation 
in Great Britain was anomalous. The new land taxes were 
designed to put an end to this situation. 

As far back as 1901 a royal commission on local taxation had 
suggested a local tax on site values; and in 1904 and again in 
1905 a bill to this effect had reached a third reading in the 
House of Commons. In Scotland the movement had been 
even more decided. As soon as the Liberal party came into 
power in 1906 a general land-value tax bill applicable to Scot- 
land was passed in second reading, by a large majority. It was 
then referred to a committee, and on their recommendation it 
was withdrawn in favor of a local valuation bill. This Scotch 
land-valuation bill passed the House by a large majority in 1907, 
but was rejected by the Lords. The same thing happened in 
1908. In 1909 both schemes, the English and the Scotch, were 
finally taken up by the government and considerably extended, 
not only applying the principle to Great Britain as a whole, 
but also including several additional kinds of land taxes. With 
the political struggle which resulted in the complete triumph 
of the Commons we have not to deal here. The important point 
was the final acceptance by the country of the principle of the 
land taxes. 

The new land taxes were four in number: the undeveloped- 
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land duty, the increment-value duty, the reversion duty and the 
mineral-rights duty.^ 

The undeveloped-land duty is a tax of one halfpenny on the 
pound on the site value of undeveloped land. Land is declared 
to be undeveloped if it has not been developed by the erection 
of dwelling houses or glasshouses or greenhouses or buildings 
for the purpose of any business, trade or industry other than 
agriculture, or is not otherwise us(‘d bona fide for any such 
business. Although the rate of this tax is very low, it was 
feared that the scheme might prove to be an entering wedge for 
future increased taxation; and this apprehension explains the 
strong opposition which the proposal excited. As the bill went 
through the House it was considt^rably altered. As it reaclu'd 
the Lords and was enacted into law, it provided that the tax 
should not be applied to any land where the site value did not 
exceed £50 per acre. This at once exempted most of the 
agricultural land. It was also provided that, in the cas(' of 
agricultural land where the site value excec^ds £50 per acre, the 
tax should be chargeable only on the amount by which the site 
value exceeds the value of the land for agricultural purposes. 
No duty, moreover, is assessed on small holdings, that is, on 
agricultural land occupied and cultivated by the owner, pro- 
vided that the total value of all land owned by him does not 
exceed £500. Ownership under this clause includes leases of 
fifty years or more. Other exemptions are made in the case 
of parks, gardens, open spaces to which the public have access 
as of right or to which the public enjoy reasonable access, land 
used for games or recreations when such use is not of a purely 
temporary character, and in general any land where the com- 
missioners think that it is desirable for social purposes to keep 
the land free from buildings. Furthermore, no duty is charged 
on the site value of one acre of land, whatever its use, occupied 
with a dwelling house, nor on the site value of five acres of 
garden or pleasure grounds occupied with a dwelling house, 
provided that the site value in question does not exceed twenty 
times the annual value of the land and house as assessed to the 
income tax. Again, it is to be noticed that when money has 

‘ J. Wylie, The Duties on Land Values and Mineral Rights under part I 
of the Finance (1909-10) Act (London, 1910). Cf, also a brief but excellent 
account in the Fifty-fourth Report of the Commissioners of Inland Revenue 
(1911), p. 149 et seq. For a bibliography see Y. Scheftel, The Taxation of 
Land Value, Boston, 1916, pp. 47^478, 
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been expended within ten ^ years on roads, sewers, etc,^ with a 
view to the development of land included in a scheme of land 
development, the land is to be deemed developed to the extent 
of one acre for every £100 of such expenditure, and to that 
extent therefore exempted from duty. Finally, when the 
increased-value duty mentioned in the next paragraph has been 
paid on any undeveloped land, the site value is to be reduced 
by a sum equal to five times the amount of such duty. 

In the second place, we come to what is perhaps the most 
interesting part of the entire scheme, the increment- value duty. 
This tax is payable when land changes hands under certain 
conditions; that is, it is levied on the following occasions: 
(1) the sale of any land or interest therein; (2) its lease for a 
period of more than fourteen years; (3) its passing to a new 
owner by reason of death; (4) in the case of land which is held 
by anybody corporate or incorporate, and which therefore does 
not change hands, the tax is levied every fifteen years, with the 
privilege on the part of the owner of paying in fifteen yearly 
instalments. On each of these four occasions the site value of 
the land is determim^d, and the excess, if any, of the site value 
thus ascertained (commonly called the occasion site value) over 
the original site value constitutes the increment value. An in- 
crement value of ten pcT cent is not taxable; but on the excess 
of all increments of value over ten per cent a tax is imposed at the 
rate of twenty per cent. In other words, the tax amounts to a 
fifth of any periodical increase in value over ten per eent. 
‘‘The original site value is the site value as of April 30, 1909; 
and on each successive “occasion,” when the site value is com- 
pared with its original value, credit is to be allowed for the duty 
paid on previous occasions. The balance, called the “duty 
unsatisfied,” is therefore really a tax on the entire increment 
since th(‘ last settlement. In case of a fee simple of land, th(‘ 
calculation is easy; but where the interest is less than the fee 
simple, the duty collectible is proportionately reduced, the bal- 
ance ultimately going to the exchequer as occasions which 
affect the other interests in the land may arise. 

, ' This period was increased to twenty years by the Revenue Act of 1911. 

2 An interest expectant on the termination of a life or lives is not an in- 
terest in land within the meaning of the law. When a life tenant dies, the 
full tax is payable; but when the land is subject to a settlement, the duty 
may be charged on the land by the persons liable to pay. Moreover, in- 
crement-value duty on death is not payable more than once during the 
continuance of the settlement. 
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In order to provide for any possible hardship arising from a 
depreciation in the value of the land, it is provided that when 
land has been sold or leased within twenty years preceding 
April 30, 1909, there may be substituted for the original site 
value one based on the consideration for the sale or the sum 
s('cured by mortgage. The Revenue Act of 1911 still further 
extcaids this concession and permits a substitute site value 
based on the purchase price paid by the owner of the land or 
of any interest therein at any period during his lifetime, pro- 
vided he is still the owner at the date of application. 

The exemptions from increment-value duty include: (1) agri- 
cultural land, while that land has no higher value than its market 
value at the time for agricultural purposes only; (2) small houses 
and propertic^s which have been in the occupation of the owner 
for twelve months, provided that he does not own more than 
fifty acres in all and that the land does not exceed seventy-five 
pounds an acre; (3) land held by a body corjwrate or incorpo- 
rate and used for games or recreation; (4) the k^ase of tenements 
or flats in an apartment house. The tax is paid by stamps, as 
a stamp duty; and in case of sales or leases a stamped instru- 
ment must be presented showing that the tax has been paid 
or that it is not payable. In the case of transfers arising from 
death, the increment-value duty is to be collected in a(‘cord- 
ance with the provisions governing the payment of the estate 
duty. 

The third of the land taxes is the so-called reversion duty, 
which is payable at the termination of any h^ase of land. It is 
a tax of ten per cent on the value of the benefit accruing to the 
lessor by reason of the termination of the lease. The value of 
the benefit is ascertained by taking the total value of the land 
at the time the lease terminates, less such amount as is attribu- 
table to work done or capital invested by the l(\ssor, and deduct- 
ing from the balance the value of the land at the time the lease 
was originally made, as ascertained on the basis of the consider- 
ation for the lease. The reversion duty is not charged on agri- 
cultural land nor on leases under twenty-one years nor when 
the reversion has been purchased before 1909, and the lease 
terminates within forty years of the purchase date otherwise 
than by agreement between lessor and lessee. The duty is 
payable by the lessor, who is required, on the termination of 
the lease, to give particulars of the land and his estimate of the 
benefit accruing. Provision is also made that reversion duty 
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and increment-value duty shall not both be paid on the same 
increase of value. 

In the fourth place, the new law provides for a so-called 
mineral-rights duty, which is a tax of five per cent on the rental 
value of all rights to work minerals and of all mineral way 
leaves.^ From the taxable minerals, howevc^r, clay, brick, earth, 
sand, chalk, limestone and gravel are excepted. The tax is 
assessed on the proprietor or immediate lessor, and if the latter 
is himself a lessee he is entitled to recover by deducting the 
tax from the rent paid. 

In the cas(^ of mineral lands neither undev(4oped-land duty 
nor reversion duty is payable. So far as increment-value duty 
is concerned, minerals are not subject to the tax so long as they 
remain unworked. If, however, they Ix^gin to be workcnl after 
1909, increment-value duty beconuvs payal)le in any year in 
which the output of the mine, as reflected by the royalties paid 
in the year, exceeds eight per cent of tlie capital value of the 
minerals. In comi)uting this increment value, an allowance is 
made for any portion of the rental valuer which n^presents a rec- 
tum for sums expended within fifteen years by the lessor in 
boring or otherwise proving ih(t mincTals. When increment- 
value duty is paid on minerals, the amount of thc' tax is de- 
duct'd from the mineral-rights duty chargeable^ in that year. 

A general provision applying to all th(' land taxes is that, 
when any betterment charges (or what in America are called 
special assessments) have been levied, allowance is to be made 
thendor by deducting such charge from the increment value 
of the land, in the case of increment-value duty; from the site 
value of the land, in the case of undeveloped-land duty; and 
from the value of the benefit accruing to the lessor, in the case 
of reversion duty. 

With reference to all these four land taxes, it will be recog- 
nized that their successful operation depends upon an exact valu- 
ation of the land. The requisite survey and valuation are pro- 
vided for on a most comprehensivi' scale, their purpose being to 
determine the value of all land in the United Kingdom as it 
existed on April 30, 1909. The definitions of the terms used in 

^ A mineral way leave is defined as ‘‘any way of leave, air leave, water 
leave, or right to use a shaft granted to or enjoyed by a working k'ssee, 
whether above or underground, for the purpose of access to or the convey- 
ance of the minerals or the ventilation or drainage of his mine or otherwise 
in connection with the working of the minerals/’ 
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the law, such as gross value, total value, and site value, are 
rather elaborate.^ The magnitude of the task involved in mak- 
ing the valuation appears from the fact that the number of 
hereditaments in the United Kingdom amounts to about eleven 
millions. When the valuation books and maps are completed, 
they will form a record second only to the famous Domesday 
book of the eleventh century. The government has already set 
to work, and we are told that in the course of this survey there 
has been found an estate wdiich has remaiiuHl in the hands of 
the same family from the time of William the Conqueror to 
the present day.- A good beginning has been made in the 
process of valuation, although it will take some 3"ears ))efore it 
is completed. The government estimates the cost at al)out, tw^o 
million pounds, and the time required for completing the valua- 
tion at about five years. In the meantime, nat iirally, the fiscal 
result of the new land taxes vrill be inconsiderable; in fact, the 
slight importance attached to the fiscal sidt^ of the new taxes 
was among the cleverest moves of the government in its (^ont(^st 
with the landed interest, for it prevented the landowinn's from 
raising the cry of hardship. At the same time, the lunv t axes 
are expected ultimately to yield a substantial revenue; some 
competent authorities estimate it as likely to amount, at the 
present rate, to between five and six million sterling annually. 
It was originally proposed to devote one-half of the procecnls to 

^ A summary made by the office of internal revenue is as follows: 

Gross value is the market value of the land in its existing condition. 

Full site value is gross value less the difference between the gross value and 
the value of the cleared site. 

Total value, is gross value less the depreciation due to any burdens 
which have the effect of permanently diminishing the value of the land. 

Assessable site vaUie is total value less (a) the difference betW(M3n gross 
value and full site value; (6) any enhanced value due to expenditure on 
development, appropriation for public purposes or redem}:)tion of perma- 
nent burdens, etc., on the part of persons interested in the land; (c) the ex- 
pense of clearing the site, where this is necessary for the purpose of realizing 
the full site value. 

Speaking generally, therefore, gross value and full site value represent 
respectively the value of the site covered and the sitfj cleared without, 
reference to burdens or restrictions. Total value corresponds approxi- 
mately to market value. Assessable site value re[)re8ents the price which 
the cleared site would fetch if the permanent burdens remained and none of 
the outlay incurred by the owner in developing or otherwise improving the 
site had been expended. Cf. Fifty-fourth Report of the Commissioners of 
His Majesty’s Inland Revenue (1911), p. 150. 

* The details of both valuations, separated by almost nine centuries, are 
printed in the appendix to the report cited in the preceding note, 



RECENT REFORMS IN TAXATION 495 

the relief of local taxation. This plan, however, was abandoned 
before the law was enacted, and the consideration of the point 
was deferred until the time when the relations between local 
and general finance are readjusted.^ 

From this brief survey of the provisions of the budget it will 
be recognized that England is putting herself at the head of 
those nations which are seeking to realize the importance of the 
iK'wer considerations in the theory of taxable (capacity. In some 
rc^spects the reform is not so drastic as it might at first appear; 
for in that part of the budget which aroused the greatest opposi- 
tion, namely, the undeveloped-land duty, England, as is pointed 
out above, had been lagging l)ehind some other countries. The 
introduction of a tax on the capital value of land, irrespective of 
its rental value, merely puts England in a position which has 
long since been achieved, for example, by the United States. In 
the matter of the unearned-increment duty, jilso, England had 
been preceded by several of the German towns. But taking it as 
a whole, the English system is in advance of that in any other 
leading country. For it applies to the income tax both the 
principle of differentiation and that of graduation, of which 
only the one or the other is found in other countries; and it 
introduces into the inheritance tax a scale of progression more 
drastic than it has thus far been found possible to secure else- 
where. 

It will be seen, therefore, that England is attempting to real- 
ize the moi’e modern social ideals in taxation. In the first place, 
so far as the great mass of indirect taxes are concerned, England 
not only retains, but increases, those particular indirect taxes 
whose social effects may be considered on the w^hole relatively 
innocuous. It does not attempt to revert to the discarded sys- 
t(*m of the past, but confines itself virtually to the three great 
(categories of spirits, tobacco and stamp taxation. It thus 
spreads over the community as a whole the burdens of a system 
of taxes which tends to decrease the weight of the direct taxes. 
Secondly, in the case of the direct taxes, England is approaching 
the realization of the social ideals contained in the modem 
theory of faculty or ability to pay. For the modern conception 
of ability to pay includes far more than the sacrifice theory as 
formulated by John Stuart Mill. The sacrifice theory looks 
primarily at the disposition of a man’s wealth; the newer idea 

^ As to this point, see J. Watson Grice, NatioJial and Local Finance 
(London, 1910), and Sydney Webb, Grants in Aid, London, 1910. 
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is that of privilege, which looks at the acquisition of the wealth. 
The older doctrine was a consumption doctrine; the newer 
do(*trine is a production tloctrine. The niodcu’n theory of abil- 
ity to pay is a compound of both elenuaits. The sacrifice 
theory is seen in t he various applications of the idea of progres- 
sion or graduation of taxation. The privilege theory is seen 
primarily in the system of differentiation as applied to the in- 
come tax and in the increment-value duty. 

The English budget, there^fore, is not to be regarded as a 
triumph for the single taxers. Jt accepts indeed a small part of 
the single-tax reasoning, but it refuses to be bound ))y its narrow 
limitations. It adopts the idea of privilege, which the single 
taxei's hav(' done such good work in spreading, but it declines to 
confine its(df to the particular form of privilege, the abolition of 
Avhic^h is so dear to them. The l^kiglish budget not only general- 
izes the conc('f)tion of f)rivil('ge, but. combines with it that of 
sacrifice; and the result is a scheme of taxation which is, on the 
whole, in advance of that existing anywhere else in the civilized 
world and which, in some of its elements at least, may well 
serve as a model for the Idiited States. 

The forces which are responsible for Lloyd George's budget 
are gradually leavening the life of all modern civilized societies; 
and the translation into the fiscal sphere of these social forces 
cannot much longer be delayed, whether in America or on the 
European continent. The new English laws are, at bottom, the 
fiscal expression of a great social development.^ 

III. Germany 

As in all Federal states, the fiscal problem in Germany is 
three-fold, dealing respectively with national, state and local 
finance. The reforms of 1891-93, which have been described 
in the pre(*eding chapter, were concerned primarily with state 
and local finance. The reforms of 1909-10 deal more particu- 
larly with federal finance. But the problems of federal finance 
are so closely interw^oven with those of state and local finance 

1 Note to 9th ed. The enforcement of the land- value laws met with such 
determinetl opposition, that all further attempts to proceed with the valua- 
tion of land and to enforce the laws were discontinued in 1920, on the 
ground that the expenses of administration exceeded the revenue. The 
total revenues from the increased value, the reversion, and the undeveloped 
land duties for the first four years was £1, 390,000 and the cost of valua- 
tion was £2,178,397. Then came the war, and a further disorganization. 
Cf. Report from the Select Committee on Land V allies , 1920, p. 78. 
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that in order to obtain a clear understanding it is necessary to 
consider them together. 

The characteristic features of the Prussian reforms of 1891-93, 
recounted in the pre(;eding cliapter, were the replacement of the 
old state tax('s on produce by a modernized income tax, and 
the addition to the inc^ome tax of a light supplementary property 
tax. This property tax W£is designed to secure a diffenaitiation 
of the income tax by imposing a somewhat heavier burdcm upon 
inc^ome from property than upon those incomes wliich in Eng- 
land an; described as (;arned. The movement so successfully 
inaugurated by Prussia gradually spread throughout the empire. 
Bavaria, which was the last of the large (}('rman state's to adopt 
the income tax, took this st(‘p in 1910, and the same y(‘ar marked 
the adoption of the suppl(;mentary prop(;rty tax in the smaller 
states of Sachseai-Meiiiingeri and Saedisen-Weimar.^ At the 
Ix'ginning of 1912 tlie general income tax existed in all the 
twenty-five German states, except the two Mecklenburgs, wliile 
the supplementary property tax had been introduced in nine 
states, including Prussia, Saxony, Hessia and six of the smaller 
commonwealths. 

Side by side with this general movement came, although a 
little later, the gradual adoption of a system of state inheritance 
taxes. The law of 1891 in Prussia had indeed reformed the 
older system of probate fees, and had introduced a light tax on 
collateral inheritances with rates graduated from one to eight 
per cent, according to the dc'gree of relationshi]^. It \vas not 
until 1899 that Baden introduced a very slightly progressive 
direct-inheritance tax. From this time on, until ]90(), when the 
imperial government intervened, many of the German state's 
levied direct-inheritance taxes, with progressive scales that 
gradually became steeper and steeper. Thus in geiKTal it may 
be said that, in view of this double movement toward income 
and inheritance taxes, the German reform of state taxation was 
proceeding along the lines of faculty or abilit}" to pay. 

When, however, we come to consider federal taxation, the 
story is a very different one. The reform of 1909 cannot be 
understood without giving a short review of federal finance. 

* An account of the development in the separate states to the end of the 
year 1909 is to be found in Seligman, The Income Tax, part I., book 2, chap- 
ter 1, of paragraph 6. In the same chapter will also be found a detailed ac- 
count of the minor changes introduced into the Pnissian income tax by the 
laws of 1906 and 1909. 
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Prior to the establishment of German political unity, customs 
duties had been collected for the common account of the German 
Customs Union. In 1867, when the North German Federation 
was organized, and in 1871, when the German Empire was 
established, these duties and the other common receipts of the 
Customs Union were assigned to the federation, respectively to 
the empire; and it was provided that until the federal govern- 
ment should levy independent taxes of its own, the federal 
expenses should be met by contributions from the various 
states. These contributions, analogous to the Ameri(‘nn req- 
uisitions during the period of the first constitution from 1781 
to 1789, are known as Matricular-Beitrdge. During the sev- 
enties, although extraordinary income to the amount of 
nearly 3,000 million marks was drawn from the French war in- 
demnity, it was found necessary to collect such contributions 
from the states: from 1872 to 1878 inclusive they averaged 
nearly 65 million marks annually. 

After 1879, however, in consequence of the higher customs 
duties established in that year, the direct receipts of the (‘mpin^ 
became greater than its expenditures. The state contributions 
to the empire, which were now obviously unnecessary, were 
nevertheless retained, largely for political reasons; and the 
following somewhat complicated arrangement was established: 
the surplus of all revenues from imports and from the federal 
excise on tobacco, in excess of 130 million marks, was assigned 
or allotted to the separate states; the state contributions 
needed to balance the imperial budget were charged against 
the several states and set off against their respective allotments 
(as both allotments and contributions were distributed per capita 
of the population, the set-off was perfect); and any surplus 
of allotments over contributions was paid to the states. Con- 
tributions charged against the states under this arrangement 
were, a little later on, called covered contributions, because 
exactly covered by the allotments; while any additional contri- 
butions over and above the allotments received the name of un- 
covered ” contributions. But for years, as just explained, all the 
contributions were covered contributions. It was really a mat- 
ter of bookkeeping, as no Beitrdge were actually paid by the 
states after 1879, the states receiving in cash the balances of 
their allotments over their contributions. During the ensuing 
years these balances grew, because certain surpluses of other 
federal taxes (stamp taxes and taxes on spirits) were also as- 
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signed to the states. It should be noted that all the federal 
taxes that had been imposed up to 1891 were indirect taxes. 

During the last two decades of the century the states thus 
rc^ceived, through federal grants, more than was charged to them 
in the way of contributions; and from 1896 to 1900 laws were 
passed from year to year regulating certain details of the sur- 
plus allotment to the various states. By the end of the century, 
however, a change took place. The increasing expenditures 
of the empire, especially for armaments, changed the surpluses 
into deficits, and the various states had now again to make 
uncovered contributions or actual Beitrdge to the empire. 
Moreover, the system of federal grants to the states began to 
introduce considerable confusion into the state budgets, as 
the states could never tell beforehand exactly how much was 
coming to them. Accordingly, in 1904, the system of federal 
grants was abolished, so far as the surpluses from customs and 
the tobacco tax w(Te concerned, leaving only some of the stamp 
taxes and the spirits tax subject to the old arrangement. 

In the year 1906 the increasing needs of the imperial govern- 
ment h'd to the adoj)tion of a number of new federal taxes, so 
that the syst(im henceforth included, in addition to the customs 
duties, internal tax(‘s on tnbacco, sugar, salt, champagne, beer, 
playing c;ards and spirituous liquors and stamp taxes on securi- 
ti(‘s, sales, lotteries, railroad freight receipts and passenger tickets. 
An important feature of the law of 1906 was the introduction 
of a federal inheritance' tax, from which direct descendants were 
exempt. The rates varied from four to ten per cent, according to 
th(' degree of relationshif) ; and in the case of inheritances of over 
20,000 marks additions to the respective rates were imposed, 
rising, in the case of inheritances over one million marks, to two 
and onohalf times the original rate. The tax was to be levied, 
however, by the separate states, subject to the federal law gov- 
erning double taxation, and subject also to supervision on the 
part of the imperial authorities. Two-thirds of the yield of the 
inheritance tax was to go to the empire, one-third to the separate 
states, which now’ were to abandon their own inheritance taxes. 
Jt was, however, provided that for a few years, each state should 
be guaranteed against any loss of revenue from the readjust- 
ment. So far as the indirect taxes were concerned, the old 
system of federal grants to the states was retained only in the 
case of spirituous liquors and the stamp taxes on securities, sales 
and lotteries. The law of 1906 also provided for a postpone- 
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rnent {Stimdung) in the payment by the states of their con- 
tributions, whenever the excess of these contributions over 
the federal grants should amount to more than 40 pf, per head 
of population. 

The immense outlays for the navy, however, caused such a 
deficit in the imfx^rial finances and promis(^d to b(^ such a burden 
on the states, through calls for contributions, that it became 
necessary to readjust the whole system.^ It was generally 
recognized that an additional independent federal revenue 
of 500 million marks a year had become imperative. It was 
also conceded that the greater part of this addition must come 
from indirect taxes, the government itself proposing that 
400 of the 500 millions should be derived from this source. 
As regards the remaining 100 millions, the government sug- 
gested an imperial inheritance tax, to be extended to direct de- 
scendants, and with rates on other n4atives considerably high(‘r 
than under the existing law. The exact proposal was to add 
to the existing inheritance tax, whi(*h was payable on the indi- 
vidual shares, a tax on the whole estate, like' the linglish estate 
duty, with rates ranging from one-half of one per cent, to tl)r(ie 
per cent. The project included the intere'sting provision that 
where the estate liad previously jiassed within fivc^ years the tax 
should not again be levied, and that when the ('state' had previ- 
ously jiassed within ten years only oiK'-half of th(' raters should 
be imposed. It was also profwm'd to secure for the h'di^ral gov- 
('rnmemt some revc'iiue from the iiuTcnKait-value land taxf's, 
which, as we shall see, had l)een rapidly developing throughout 
Germany. 

The government proposals were met by counter-proposals on 
the part of the large landed propric'tors, who vigorously objected 
to the new estate duty. A heabxl discussion ensued, accom- 
panied by a deluge of literature.^ 

^ For a good statement of the situation see Professor Adolf Wagner’s 
Die ReichsfL?ianz7t()t und die Pjlichteri des deutscheri Volks mil seiner polili- 
schen Parteien. Ein Mahmvorl ernes alien Marines. Berlin, 1908. Pro- 
fessor Wagner suggestcxl that a part of the needed revenue should come 
from an imperial inciome tax. 

2 The best account of the government proposals is contained in Die 
Rcichsfinanzrefonn: Ein Filhrery consisting of es 8 a 3 ^s by prominent publi- 
cists, and published by the Vereinigung zur Ford er ting dor Reichsfinanzre- 
form, 2 vols. Berlin, 1909. Many other books or pamphlets, all with the 
same general title Die Reichsfirumzreformy or Zur Reischsfinanzrcfomiy were 
published by professors, officials, prominent business men, etc. Among the 
most important were those of Minister Sydow, Graf zu Reventlow, Dr. 



RECENT REFORMS IN TAXATION 


501 


The government was ultimately compelled to abandon the 
proposed taxes on wine, gas lighting and advertisements, to 
reduce the increase of the beer tax by about one-half, and to 
give up the project of an inheritance tax. This last fact led 
to the resignation of the imperial chancellor. The law, or 
properly speaking the laws, of 1909, as finally adopted, provided 
for three classes of measures: the raising of the requisite addi- 
tional revenue; the settlement of the fiscal relations between 
the empire and the states; and the adoption, in principle at 
least, of an imperial tax on the so-called unearned increment of 
land. Let us consider each of these in turn. 

The most important point about the provision for the addi- 
tional revenue is that the needed increase, namely, 500 millions, 
was derived caitircly from the new or augmented indirect taxes, 
with the exception that 25 millions were to be secured by a 
slight addition to the Matricular-Beitrdge^ and by the turning 
ov(T to the empire of three-fourths, instead of two-thirds, of 
the existing inheritance tax. In detail the sources of the addi- 
tional revenue and the amounts derived from each source were 
as follows: 


MILLION 

TAXES MABKS 

Jlecr 100 

Spirits 80 

To])acco and cigarettes. , . 43 

Transfers of real estate, . . 40 

Tea and coffee imports. . . 37 

Sugar 35 

Dividends and interest 

{Talonsteuer) 273^ 

Matches 25 


MILLION 


TAXES MABK.S 

8("curities 223^ 

Electric and other lamps . . 20 

lliiilroad tickets 20 

Ti(;kets and receipts of 
bank deposits (stamp 

tax) 10 

Sparkling wine 5 

Minor stamp taxes 10 


Total from taxes 475 

Increase of state contributions and of proportion of inheritance 
tax 25 


Total additional revenue. . . 500 

Bendixen and Professors Wagner, Schmoller, Larnprecht, Brentano, Sebanz 
and von Heckel. A complete list of this literature will be found at the end 
of volume ii. of the publication mentioned at the beginning of this note. 
Cf. also Fritz Schumann, “Die Reichsfinanzreform,” in Finanz-ArchiVj 
vol. 27 (1910), pp. 201-245, followed by a reprint of the successive laws 
themselves on pp. 246-393. See also Lenachmann, Die Reichsfinanzrejorm^ 
Berlin, 1909; and A. Hesse, “Die Reichsfinanzgesetze von 1909,“ in Con* 
Tsd^B Jarbucher^ vol. 38 (1909), p. 721 et seq. 
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All these were either new taxes or additions to old taxes, 
with the exception of the taxes on sugar and railroad tickets. 
As to sugar, a previous law (1908) had provided that the existing 
tax should be lowered, beginning in 1909, from fourteen to ten 
marks per 100 kilograms, — an estimated reduction of about 
thirty-five million marks. The new law of 1909 provided that 
this reduction should not go into effect until 1914, thus retaining 
a revenue of thirty-five millions. In the same way it had been 
originally decided to drop the tax on railroad tickets; but the 
new law continued this tax and thus retained twenty millions 
of revenue. 

Of the new or additional taxes, the most important was that on 
beer. The imperial beer tax had not been applicable to Bavaria, 
Wurtemburg or Baden, which had reserved the right of levy- 
ing independent taxes on beer. The law of 1909 not only 
api)lied to the whole empire but considerably increased the 
tax. The old rate of 1.70 marks per hectoliter, changed in 
1900 to vary from 1.68 to 2.50 marks, was now raised to 4.30 
niiirks. 

In the case of spirituous liquors, the government first en- 
deavored to introduce a fiscal monopoly, reverting to a scheme 
that had been originally introduced in 1886. When the monop- 
oly project was defeated, it was found desirable not only to 
increase but to simplify the existing taxes. The South Ger- 
man states had been subject to the imperial taxes on spirits 
since 1887, but there had grown up a whole code of taxes on 
raw material, on process and on product {Maischbotiichsteuer^ 
Brarintioein^Materialsteuerj Bremisieuer and Verbrauchsabgabe). 
Of all these taxes only one, namely, the tax on the product 
itself ( V erbrauchsabgahe) was retained, but it was now materially 
increased from 50-70 marks per hectoliter to 105-125 marks, 
according as it was within or without the “ contingent. ^ The 

^ This “contingent’' arrangement is very complicated. When the spirits 
tax was increased in 1887 to 70 marks per hectoliter of pure alcohol, it was 
expected that the price would fall because of the falling off in the demand. 
In order, therefore, to compensate the distillers, the tax was reduced to 
60 marks for a part of the domestic demand, and the spirits subject to this 
lower tax were called the “contingent spirits.” It was expect^ that the 
price of the whole output would conform to the higher tax of 70 marks on 
the non-contingent part of the supply, and that therefore the domestic 
distiller would get a bounty of 20 marks on the corresponding part. This 
bounty was the so-called “love contribution” (Liehesobgabe). It was 
further supfX)sed that if there should be such a change in the domestic 
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tax was also graduated according to the size of the distilleries 
and a distinction was made between agricultural and industrial 
distilleries. 

In the case of tobacco, the old taxes on leaf, were increased, 
for the uncured leaf from 36 to 45 marks, and for the cured leaf 
from 45 to 57 marks, with the provision that in case of very 
small fields a tax on the area of the land (four and one-half p/. 
for every square metre) should be substituted. In the case of cig- 
arettes the tax was increased so as to vary from two to fifteen 
marks per thousand, with separate taxes on cigarette paper and 
cigarette tobacco. Finally, the import duties on tobacco were 
considerably increased. 

The attempt to levy a general tax on all wine came to a disas- 
trous end. All that could be done was to increase the tax on 
sparkling wine which had been imposed in 1902 at the rate of 
from 10 to 50 p/. per bottle, so that from now on the upper limit 
of the tax was three marks per bottle. Of the other taxes, the 
stamp tax on securities was raised from the old rate (six-tenths 
of one per cent to three per cent) to two to five per cent; and the 
stamp tax on transfers of real estate was increased from one- 
third to two-thirds of one per cent, to continue until a tax on 
land increment value should be introduced. In addition to these 
increases in the old taxes, new taxes were laid on petroleum, 
six to ten marks per 100 kilograms; on electric lamps, 5 p/. to 
one mark per lamp; on matches, one to five p/. per box; on 

demand that none of the 70 marks tax on spirits should be needed, the 
price would then fall and the bounty disappear. 

As a matter of fact there always remained a difference of 20 marks in the 
price between the contingent and the non-contingent spirits; and since 
two million hectoliters were used, the bounty amounted to 40 million 
marks, the so-called Vierzig Millionen Geschenck. But, as the demand fell 
off, the price did likewise, so that the distillers really made no more than 
before. 

The details of the ‘‘Contingentierung’' were changed from time to time. 
In 1887 the contingent was fixed at four and one-half liters per head of 
population every five years. But this turned out to be unsatisfactory 
because the demand for liquor stood in no relation to population. There- 
fore the per capita calculation, which varied the contingent according to the 
amount of alcohol produced, was modified according to changes in the 
process of manufacture, the amount of land employed, the size of business, 
etc. In 1902 further modifications were made. By the new law of 1909 
the total contingent was fixed for two years at 2,309,212 liters of pure 
alcohol, being apportioned to each state according to a series of compli- 
cated rules. 
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checks, ten p/.; and on dividends and interest (the so-called 
Talonsteuer)j^ one per cent. 

It will be seen that Germany has gone much further than 
Great Britain in its reliance on indirect taxes. It can hardly 
be doubted that Germany overshot the mark in refusing to 
accept the inheritance-tax project. Indeed it is not at all 
improbable that before long the original scheme will reappear. 
But even with the possible adoption of the inheritance tax, it is 
obvious that the great mass of the additional revenue will 
still come from indirect taxes. 

The second point in the new German law was the settlement 
of the contribution question. It will be remembered^ that 
just before the new law went into effect there were no less than 
three kinds of Matricular-Beitrdge: first, the ^‘postponed con- 
tributions referred to above; second, the contributions covered 
by the return grants from the empire to the state; and third, 
the uncovered contributions, amounting to forty />/. per head.^ 
The postponed contributions were now abolished, and the out- 
standing amount of 144 million marks was assumed by the 
empire, to be funded into imperial debt. As to the second 
category, it was provided that there should henceforth be only 
one class of imperial grants (Ueberwemmgen)^ namely, those 
consisting of the net yield of the tax on spirits mentioned above. 
Finally, the uncovered contributions were increased to eighty 
pf, per head. Since, however, the individual states were hence- 
forth to retain only one-fourth instead of one-third of the in- 
heritance tax, it was provided that if the excess of contributions 
over grants amounted to more than a sum fixed for the first year 
at 48,512 million marks, and changing thereafter according to 
the per capita provision just mentioned the surplus should be 
defrayed at first out of a loan and then, after April, 1911, out of 
imperial funds.^ 

The third important point in the new legislation was the 
adoption, in principle at least, of an imperial tax on the unearned 

' The Tedonsteuer was imposed on Gewinn-Anteilscheine and Zinshogen 
(coupon sheets). The ^Talon^' is that part of the coupon which entitles 
the bearer to a series of new coupons when the coupons are exhausted before 
the due date of the bond. 

2 Cf. supra^ page 498. 

® Cf. supray p. 500. 

* The excess of such contributions over imperial grants which had re- 
mained at about 24 million marks from 1902 to 1906 rose to 88 millions in 
1907, to 150 millions in 1908 and to 232 millions in 1909. 
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increment of land. This matter is so important as to deserve a 
separate section. 

IV. The German Tax on Unearned Increment 

When this matter came up for discussion in parliament it 
was soon recognized that more time would be needed to work 
out the details of an adequate law. It was therefore decided 
to accept only the principle of the tax and to postpone the 
enactment of the law until 1911, filling up the gap in the budg- 
et by a tc^mporary stamp tax on sales of real estate. It was 
found desirable, however, for various reasons, to expedite the 
preparation of the bill, which was finally enacted into law Feb- 
ruary 14th, 1910. 

Hitherto, with few exceptions, increment-value taxes on 
land had been levied only by municipalities.^ The tax was 

^ A good ac(*nunt of these taxes will be found in the report by Bernard 
Mallet, “The Taxation of Increment Value in Frankfort and other German 
♦States,” in the blue book entitled Taxation of Landy etc. Papers hearing on 
Land Taxes and on Income TaXy etc.y in certain Foreign Countries y and on the 
Working of Taxation of Site Vahies in certain States of the United Stxites and in 
British Colonies y together urith Extracts relative to Land Taxation from Re- 
ports of Royal Commissions and Parliamentary Committees. (Cd. 4750) 
London (1909). Cf. Y. Schoftel, The Taxation of Land Vahie. Boston, 
19 1(), whif‘h includes chapters on Great Britain and Australasia. 

In G('rmany the fullest account will be found in the successive numbers 
of the quarterly periodical, Jahrhuch der Bodenreformy wlited by A. Dam- 
aschke. Cf. especially the article by Professor Adolf Wagner, ^^ZurRecht-- 
feriigung der Wertzuwachssteiwry in vol. ii. (DOO). Among the earlier works 
the most imi)ortant are Adolf Weber, Ueber Bodenrenie und Bodenspekida^ 
Hon in der modernen Stadty Leipzig, 1904; R. Brunhuber, Die Wertzuwachs- 
steuer in Praxis und Tcorie, Jena, U)05; Wesselski, IXe Beteiligung der 
Stadtverwaltung am Bodcn-Wertzuwachsy Berlin, 1905; Pabst, Die Idee einer 
Besteuerung der Konjunctur-Gewinne an Grundstucken und GebdudeUy Berlin, 
1900; Baumeister und Jiiger, Die W ertzuwachssteuery Berlin, 1906; J. V. 
Bredt, Der Wertzuwachs an Grundstucken und seine Besteuerung in Preusseriy 
Berlin, 1907; K. Kumpmann, Die W ertzuwachssteuery Tubingen, 1907; 
J. H. Epstein, Zur Verteidigung der Zuwachssteuery Berlin, 1907; M. 
Diefke, Die W ertzuwachssteuery Berlin, 1908. Perhaps the best of all 
these earlier works is that of D. Boldt, Die Werlzawachssleuery 3d edition, 
Dortmund, 1909. Among the later works are those of Keller, Die Be- 
steuerung der Gehaude und Baustellen inshesonderc W ertzuwachssteAJierny Ber- 
lin, 1910; H. Weissenborn, Die Besteuerung nach dem Wertzuwachs, Berlin, 
1910; and J. 8. Steiger, Die Werlzuwachssteuer in Deutschland und der 
Schweiz, Zurich, 1910; Cf. also Fabrizio Natoli, Uimposta sulV incremento 
di valore del suolo urhano, Palermo, 1908; T. Becu, Impuestos al mayor 
valor de la propriedad immuehle, Buenos Aires, 1914; M. Petsche, Les 
plus values. Base dHmposition, Paris, 1919. 
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first imposed in the German colony of Kiauchau in 1898. When 
the German government took over that possession the Admiral 
in charge, von Diederich, was much concerned over the diffi- 
culti('s that had developed in some of the Asiatic colonies, and 
especially in the cities opened to the world^s trade by China in 
1895, where a few speculators had bought up much of the 
land for ridiculously small sums and then held it for sale to 
Europeans at very high prices. The German government was 
about to make large outlays in constructing harbors, erect- 
ing government buildings and building railroad stations and 
factories. The admiral, foreseeing a great rise in land values 
thought that it would be desirable for the government to pur- 
chase a large part of the land and then sell it to intending pur- 
chasers as might be needed. With this object in view, he issued, 
on the very day of occupancy, November 14, 1897, a proc- 
lamation forbidding any transfer of land without the author- 
ization of the government. As the immediate purchase by 
the government turned out, however, to be impracticable, 
th(' admiral contented himself with obtaining from the native 
holders, by offering them a remission of a certain part of the 
armual land tax, an option on the land at prices existing at 
the time of occupation. As the land, however, even if not in 
possession of the government, w’^as sure to increase in value 
almost entirely because of the prospective outlay by the gov- 
ernment, an official memorial of April, 1898, suggested that no 
future transfer of land should be permitted without the authori- 
zation of the government, which should also participate in the 
profits. The ideas of the memorial were carried out in the 
famous land ordinance of 1898. This provided that whenever 
any plot of land in the colony w^as sold, one-third of the in- 
crease in its value, after deducting any improvements in or on 
the land made by the owner, should be paid to the government; 
and that in case the land was not sold, it should be valued 
every twenty-five years and one-third of any increase in the 
value be similarly paid to the government. The first was called 
the direct increment tax {direkte Zuwachssteuer)^ the second, 
the indirect increment tax.^ 

1 The “ Landordnung” of Kiauchau is printed in full in the first number 
of the Jahrbuch der Bodenreform^ 1905, p. 66. A thorough study of the 
entire matter is made by Dr. W. Schrammler in two articles: *‘Die Land- 
politik im Kiautschougebiet,” and “Die Steuer-politik im Kiautschouge- 
biet,^' in the same periodical, vol. xvii. (1911), pp. 1-62, and vol. viii. (1912), 
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Neither the official who was primarily responsible for the 
plan nor the admiral who put it in force was acquainted Avith 
the theories of either John Stuart Mill or Henry George. 
The measure was a purely practical one, and was designed 
not so much to secure fiscal results as to prevent speculation 
on the part of the Chinese and the acquisition of the best land 
by private individuals. In fact, the yield of the tax was negli- 
gible, the greatest revenue, secured in 1901-02 amounting to 
only $2,004. On the other hand, since the land was sold only 
to those who guaranteed to build at once, the speculator was 
effectually discouraged. 

The Kiauchau experiment at once attracted the attention 
of the land reformers in Germany. The German Land Reform 
League petitioned the government to extend the principle to 
the other German colonies.^ At the (colonial Congress of 
1902 in Berlin the success of the scheme was emphasized, and 
as a result the possibility of applying the plan within Germany 
itself began to be discussed in the press. 

The situation in Germany was peculiar. The cities were 
growing with a rapidity exceeded perhaps nowhere in the 
world, and there was accordingly great opportunity for specula- 
tive activity. The German tax system, moreover, played pecul- 
iarly into the hands of the speculators. In the first place, 
although a few cities practise the system of special assessments 
{Beitrage)^ they are in most cases levied, not as in the United 
States when the improvements are made, but only vJien the 
building is erected. There is thus every inducement to keep 
the land idle as long as possible. Secondly, the land tax is 
not assessed on the selling value of the land, as in the United 
States, but on its assumed produce or yield. Moreover, the 
calculation of the estimated yield of the land used for agricul- 
tural purposes is revised only at long intervals, in Prussia, e.g. 
every fifteen years. As, therefore, the towns rapidly encroach 
upon the agricultural suburbs, the land continues for a long 
time to be assessed, notwithstanding its enormous rise in value, 
according to its assumed produce as so-called ^‘potato land.'^ 
The result, of course, is to offer every inducement to the specu- 
lator to keep land out of use. As a consequence, German 

pp. 1-68. Here will also be found a reprint of the memorial or Denkschnft 
liber Land und Steuerwesen, 

^ The German Land Reform League issued Zur Landfrage in den Kolon- 
ien^ 1899; and Kamerun oder Kiautschou^ 1900 
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towns, especially those of moderate size, have been confronted 
by a housing problem {Wohnungsnot) y such as is found nowhere 
else in the civilized world. For in England the cities have 
not grown at quite so rapid a pace, and in the United States 
the practice of assessing the real property tax, on the basis of 
actual selling value coupled with the system of special assess- 
ments, which imposes a heavy burden on the land before the 
building improvements are made, effectually prevents the 
German abuses. In Germany, therefore, since the beginning of 
the t wentieth century a great literature has arisen on the housing 
problem as connected with the fiscal question.^ 

The reform movement assumed two forms. The first was 
to introduce a tax on the selling value of real estate {Sieuer- 
nach dem gemeinen Wert or Besitzsteuer) y either in place of the 
existing tax on assumed produce or in addition to it. In a few 
cities such a tax has now been introduced, although at a far 
lower rate than is customary in American cities and with 
correspondingly less effect in removing the evils of the situa- 
tion. 

The second phase of the reform was the introduction of 
a tax on unearned increment, based on the Kiauchau experiment 
discussed above. The first city to introduce the increment-value 
tax was Frankfort a. M. which initiated the system in 1904. In 
the following year Cologne and Gelsenkirchen, and in 1906 Dort- 
mund and Essen adopted the scheme. From that time on, 
the movement spread rapidly throughout Germany: by April, 
1910, the increment-value tax was found in about 4,500 
cities and towns, inchiding about one-fourth of the entire 
population of the German empire. The tax varied in its 
details from place to place, but the fundamental principles 
were everywhere similar. As these separate taxes have now 
all been abolished, it will suffice to call attention to their chief 
features. 

' Compare Paul VoiRt, Grundrente und Wohnungsjrage in Berlin und 
seinen V or or ten (Jena, 1901); Adolf Weber, Ueher Bodenrente und Boden- 
spekulation in der modernen Stadt (Leipzig, 1904); Fuchs, Zur Wohnungs- 
frage (Leipzig, 1904) ; R. Eberstadt, Die Spekulation irn neuzeitlichen SlaA- 
tebau (Jena, 1907); and Handbuchdes Wohnungs wesens und der Wohnungs- 
frage (Jena, 1911); K. von Mangoldt, Die stddtische Bodenfrage (Gattingen; 
1907); O. Gutzeit, Die Bodenreform (Leipzig, 1907); J. von Bredt, Die 
National-Oekonomie des Boden (Berlin, 1908); Adolf Weber, Boden und 
Wohnung (Leipzig, 1908); and W. Gemund. Bodenfrage und Bodenpolitik 
(Berlin, 1911), 
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The increased value on which the tax was applied was gen- 
erally interpreted to mean the diflference between the last pur- 
chase price and the present selling price. Allowance was almost 
universally made for expenditures incurred in the improvement 
of the land and for the cost of new buildings or rebuilding. 
Allowance was also usually made for a sum equivalent to the 
stamp tax, the transfer tax and other fees connected with the 
change of ownership. A further sum was usually allowed rep- 
resenting the interest (not compounded) from the time of the last 
sale to the present transfer. In some places these sums, es- 
pecially the cost of improvements, were subtracted from the 
selling price, while in others they were added to the purchase 
price. In some places again, where certain parcels of an entire 
tract owned by a single individual had been sold at a loss, 
allowance was made therefor, provided that the losing sales oc- 
curred at the same time as those that were profitable, or within 
a limited period previous thereto. In most cases, again, slight 
increases of value were exempted. The tax applied in general 
only to increments of value exceeding ten per cent; sometimes, 
however, it began only at twenty per cent, and in Frankfort only 
at thirty per cent. The rates were almost always progressive, 
but the minima and maxima varied greatly. Thus in Ham- 
burg the rates were graduated from one to twelve and one-half 
per cent, while in Cologne they rose from ten to twenty-five 
per cent. In (lelsenkirchen the maximum was thirty per cent. 
The scale of progression, moreover, varied considerably, from one 
per cent for each ten-per-cent increase of value, as in Cologne, 
up to ten per cent for each five-per-cent increase in value in 
some other cities. The maximum limits varied still more 
widely: in Paderborn, for instance, the highest rate (fifteen 
per cent) was imposed in case of an increase of value of over 
seventy-five per cent, while in other towns the increase of 
value taken into account in determining the rate was con- 
siderably higher, rising in some cases to two hundred per cent. 
The highest tax imposed anywhere was thirty per cent where 
the increase of value was over one hundred and fifty-five per 
cent. 

Owing to the short time that these local taxes had been in 
force the fiscal results were not pronounced. But the taxes 
approved themselves on the whole to the authorities and the 
system was beginning to spread even to the state governments. 
A bill for a state increment-value tax was introduced in Bavaria 
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in 1909, and in January, 1910, the first state increment-value 
tax was established in Lippe-Detmold.^ 

The project of an imperial tax on increment value was first 
suggested by Dr. Wilms, mayor of Posen, in a speech in the 
Prussian House of Lords on March 28, 1908. The scheme was 
at once taken up; a few weeks later it enlisted the support 
of Professor Adolf Wagner in a speech at a convention of land 
reformers. A heated discussion thereupon ensued throughout 
t he country. The project was vigorously opposed by the various 
local interests that had now come to consider the unearned 
increment as a valuable object of local taxation. The advocates 
of the scheme had, however, no difficulty in showing that if 
site values were the result of the numbers and prosperity of 
the population, the empire as a whole also contributed to this 
prosperity and to these numbers; and that in reality no legiti- 
mate stopping place between locality and empire existed. 
The most that the supporters of the project conceded was that 
the localities had an undoubted right to a large share of the 
proceeds.^ 

The movement in favor of the scheme became so strong 
that in May, 1908, the finance committee of the Reichstag 
resolved to ask the government to introduce without delay a 
bill for an imperial unearned increment tax. Secretary Sydow 
stated, however, that he must first submit the whole project 
to the opinion of experts. The judgment of these officials was 
on the whole adverse, and a memorial was submitted in opposi- 
tion.^ Notwithstanding this adverse judgment, a bill was in- 
troduced and passed in a second reading on June 23d. A few 
weeks later, however, it was decided to postpone the enactment 

^ Cf. ^‘Die erste staatliche Zuwachssteuer,” in Jahrbuch der Bodenreforin, 
vol. vi. (1910), pp. 49-57. 

2 The most important of the works in favor of the scheme were: Dr. 
Wilms, Die Rcichs-Zuwachssteuer (1909); A. Pohlman-Hohcnaspe, Der 
crate Schrilt zu geaimdcn Finanzen (Leipzig, 1909); A. Darnaschke, Zum 
Kampfe wn die Reichs-Zuwachssteuer (Berlin, 1910). Cf, also a series of 
seven articles written from the point of view of each of the various economic 
interest, such as agriculture, industry, commerce, building trades, etc., in the 
Jahrbuch der Boderireform vol. vi. (1910), pp. 161-229. The chief arguments 
in opposition were expressed by Dr. Strutz, Betrachtungen zur Reichs- 
Zuwachssteuer (Berlin, 1910); and Karl Diehl, ^‘Zur Kritik der Reichs- 
Zuwa<‘hssteuer,’^ in Conrad's Jahrbiicher, vol. 40 (1910), p. 289 et seq. 

^ This Denkschrift betreffend die reichsgesctzliche Einfuhrung einer Wert- 
Zuwachssteuer fur Immohilien is printed in the Jahrbuch der Bodenreform, 
vol. V. (1909), pp. 192-203. 
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of the law, and for the time being a stamp tax was substituted. 
Nevertheless, the law contained a clause that an imperial un- 
earned increment tax, designed to yield twenty millions of 
marks, should be introduced, if practicable, by April, 1911, and 
surely not later than April, 1912. 

The prospect of an imperial tax evoked all miinner of 
schemes on the part of the landowners, designed to frustrate 
or to evade the projected legislation. This, together with the 
urgency of the fiscal situation, decided the government to ex- 
pedite matters, and a bill was introduced in April, 1910. It was 
referred to a committee and, after considerable discussion be- 
came law in February, 1911, but with retroactive force to De- 
cember 31, 1910.^ 

The new imperial tax replaces all the former state and rriuni(‘i- 
pal taxes of the same kind. The law provides that, in the ease of 
the transfer of any property interest in real estate, a tax shall be 
levied on the increase of value which occurs without the activity 
of the owner. In this statement two points are to be noticed: 
the tax is imposed not simply on land values, as in England, but 
on real estate, thus raising the question of how improvements on 
land [ire to be treated. In the second place, the words ^‘with- 
out the activity of the o\vner raise the question how far the 
increase of values is due, on the one hand, to the growth of the 
community or, on the other, to the efforts of the landholder. The 

^ The original bill with the amendments of the Commission, and of the 
first and second reading, is printed in the Jahrbuch fur Hodenreforui , vol. 
vi. (1910), p. 114 et seq. The law can most convenientlj^ be consulted in 
Finanz-Archiv, vol. xxviii. (1911), p. 817 ct seq. Cf. also the Jdhrhuch fur 
Bodenrcforin, vol. vii. (1911), pp. G2~85, The annotatiKl law has been 
published in various annotated editions. The best perhaps, is Dr. H , Koppe, 
Das Zuwachsstcuer-Gesetz von Feb. 14, 1911, mii den Avsfuhrungs-Bestvu- 
mungeji des Bundesrats Preussens, Bayerns und Snehsens (Munich and B^a lin, 
1911). Good discussions of the new law are those of Dr. G. Htrutz, “Dio 
lleichs-Zuwachssteuer vom sozial-politischen Standpunkte/' in Braun’s 
Annalen fur Sozial Politik und Gese.tzgehung, vol. 1 (1911), no. 1; and of 
M. Weyermann, ^*Die Reichszuwachssteuer vom sozialpolitischen Gesicht- 
spunkte,” in Schmoller’s Jahrbuch fur Gesetzgehung Vcnvaltung ujid 
Y olkswirtschaft, vol. 36 (1912), pp. 283-303. Cf. also Professor Gustav 
Cohn, ^‘The Taxation of Unearn^ Increment in Germany,” in The British 
Economic Journal, vol. xxi. (1911), p, 212 et seq.; and R. C. Brooks, “The 
German Imperial Tax on the Unearned Increment,” in Quarterly Journal 
of Economics, vob xxv. (1911), p. 682 et seq., with a translation of the law 
on pp. 751-765. In R. Peisker, Rcichswertzuwachsstever. Das geltende 
Recht und die Ziele seiner Reform, Berlin, 1912, will be found a twelve page 
bibliography of the topic. 
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small interests of the lower middle classes are exempted: the tax 
does not apply to any interest in real estate of less than 20,000 
marks in the case of improved property, or of less than 5,000 
marks in the case of vacant land; provided always, that neither 
the owner nor his wife had more than 2,000 marks income in 
the preceding year, and provided also that neither of them was 
engaged in the real-estate business. Other exemptions include 
associations for building purposes, for colonization and the 
like, provided that their profits are limited to four per cent. Cer- 
tain transactions, moreover, are not liable to tax, such as 
transfers by inheritance, under certain conditions or by marriage 
settlement, or for the purpose of agricultural improvements, 
such as the redrawing of boundary lines among scattered strips 
of real estate (Flurvereinigung and Umlegung), In order to 
meet a common method of evading the tax, it is provided that 
any transfer of sec^urities of a corporation whose assets consist 
of real estate should be considered a transfer of the land itself. 

The increment of value subject to tax is defined as the differ- 
ence between the purchase price and the selling price. To the 
last purchase price, however, the following additions are to be 
made: (1) Four per cent as representing the original cost of 
acquisition. If it can be proved that the transfer fees were 
more than this sum the actual cost may be substituted. (2) The 
amount of special assessments for opening streets, constructing 
sewers, etc,, together with interest at four per cent for not more 
than fifteen years. (3) If the purchase took place through the 
foreclosure of a mortgage, the amount of the mortgage is to 
be added to the equity. (4) All outlays for permanent im- 
provements, together with five per cent on such outlay or, 
where the owners are engaged in the building industry, fifteen per 
cent of such outlay. (5) An additional amount equal to two and 
one-half per cent in the case of certain small properties.^ 

’ This complicated item is clearly explained on p. 694 of the essay of 
Brooks mentioned above. ‘Tf the original purchase price and the perma- 
nent improvements taken together, show the property to have cost less 
than 100 marks an are ($964 per acre), or three times as much in the case of 
vineyard land, an amount equal to 23^ per cent per annum from the time 
of the purchase in the case of purchase price, and from the time of making 
improvements in their case shall be added. In the case of land which, on 
the same basis, represents a higher value per ore, there shall be added on 
such excess, if unimproved, 2 per cent per annum; if improved, 1 per cent. 
If the period of ownership has been less than five years, and the land has 
remained unimproved, these additions are reduced one-half” {he cU,, 
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It was in connection with the question of improvements that 
the chief discussion took place. In some of the municipal taxes, 
as we have seen, the cost of improvements was subtracted from 
the selling price, whihi in others it was added to the purchase 
price. In many cases this did not make much difference, but 
in the new imperial tax the rates, as we shall sec in a moment, 
are based on the percentages of the unearned increment to the 
purchase price of the property plus the cost of permanent 
improvements and the other additions. It is obvious that if 
the value of the improvements is added to the cost price, the 
percentage of increment, and therefore the tax rate, will be much 
less than would otherwise be the case. In the original draft of the 
bill the value of permanent improvements was subtracted from 
the selling price instead of being added to the purchase price. 
The advocates of this provision supported it on the ground 
that the increase of value was almost always due to a change in 
the value of land rather than in the value of improvements. 
Moreover, it must be nmembered that the German law pays 
no attention to depreciation in the value of buildings. It is 
perfectly conceivable that where a fairly good house is sold a long 
time after its purchase, when it has become greatly in need of 
repair, the increase in the value of the land might be swallowed 
up by the decrease in the value of the house. In such a case to 
p(Tmit the owner to add the value of the improvement to the 
cost price is virtually to exempt him from the tax, notwithstand- 
ing the rise in land values. Nevertheless, in the contest that 
ensued, the landowners succeeded in securing a change in the 
bill, and the law, as adopted, permits the owner to include the 
cost of improvements in estimating the purchase price. This, 
it is obvious, greatly diminishes the rigor of the tax. 

From the selling price, on the other hand, it is permissible 
to deduct first the costs of the sale, including fees; second, a 
compensation for any diminution of value that may occur after 
Jan. 10, 1011; and third, the amount by which the annual 
yield on the land, for a period of not more than fifteen years, 
falls short of three per cent on the original purchase price, includ- 
ing the improvements. This practically frees the holder of 

p. 694). The object of these provisions is three-fold; first, to favor agricul- 
tural land, and especially vineyard land, where the value of the land is in 
part due to the efforts of the cultivator; second, to increase the tax on land 
that is no longer used for agricultural purposes and is “ripe '' for building; 
third, to compensate the landholders for a rise of values which may be in 
part due to a decrease in the purchasing power of money. 
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vacant land from any tax unless the annual increment of value 
is more than four or five per cent. 

An important section of the law provides that if the last 
transfer took place more than forty years previously, the value 
of the property at a period of forty years before the transfer is 
to be taken as the purchase price, unless it can be shown that the 
property comn)an(le<l a higher value before that period. Fur- 
tluTuiore, if the last transfer took j -]ac(‘ befon' the year 1885 its 
value at that dat(‘ is to be tak(‘n as the purchase' i)rice. 

The rate of tlu‘ tax de'pends, as stated above', on IIk' percentage 
of the unearnexl increme'iit to the pure.*liase' j)rice of the prope'rty 
plus the cost of permaiH'nt improvements and the other legal 
aelditions. Whe're the* ine*rement of value is te'n pe'r ce'nt or less, 
the tax is te'n pe'r eent e)f the* increme'nt. The rate iiKTe^ase's one 
per cent for ewery additional twenty per cent (anel later ten 
per cent) of incii'e'ine'nt of value until it reae*hes a rate of thirty 
per e^ent on all increments of value e)f 290 per cent. A diminu- 
tion of one per ce'nt on the tax, however, is j)ermitte'd for every 
y('ai' since th(' last sale; and whe'n^ the last sale took places before 
.January 1, 1900, this diminution is all()W('d at the rate' of one 
and one-half jx'r cent annually up to January 1, 1911. 

The tax w\as to be assessr'd by the state authoritic's in each 
commonwealth, but under the general supervision of the impe- 
rial officials. Of the ])roceeds fifty per cent W('nt to the empire 
and forty per cent to th(' locality, the remaining ten per cent 
being reservc'd by ('ach state to cover the cost of collection. The 
localities, however, wore permitted to levy additions to the tax, 
with two r('stri(;tions : they could not impose more than double 
their own share', and the^ total tax imposed in any individual 
case could not excec'd thirty per cent of the increment value.^ 

(Contrasting the Cierman law with its English analogue, we 
notices not only its great complieation, but the pn'sence, in the 
endeavor to be just to all interests, of many awkward provisions. 
The differences may be summarized as follows: the tax is not 
one on pure land values; second, no allowance is made for deprev 

1 In 1913 the imp(;rial land-increment tax was convert.ed into a general 
property-increment tax through the Vermdgemzuwachssteuer as a part of the 
new Besitzsteucr. The j)roceeds of the land-increment taxes henceforth 
reverted to tlie states and localities. The principle of the property-in- 
crement tax was again accepted in the RdchskricgssUnier of 1916 and 
in the extraordinary War Taxes {Kriegsabgahen vom V ermdgenszuwachse) of 
1918 and 1919. 
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ciation in the value of improvements; third, the concessions to 
the landowners mentioned above will seriously reduce the fiscal 
importance of the tax; and fourth, many of the provisions are 
so complex that they will undoubtedly create difficulty. With 
all its defects, however, the law is a striking example of })rogress 
in the conception of fiscal justice, and an evidence of th(i in- 
fluence of modern changes in economic conditions on the forms 
of taxation. 

If we compare the German reforms as a whole with those in 
Great Britain we notice some striking analogies accompanied 
by no less striking dissimilarities. Botli countries have relh'd 
for their increasing revenues to a large extent on indirect taxes. 
Both countries have developed and perfc^cfed their income 
tax. Both have introduced somewhat similar land taxes. On 
the other hand, while England has furthcT diwt'loyx'd its in- 
heritance tax, the German effort m the same din'ction was 
frustrated. Per contra ^ however, the adjustnumt of th(‘ relations 
between local and centml finances has made more progress in 
Germany than in hhigland. In the case of th(' taxes on transac- 
tions and consumption the British system is on the whole 
superior to the German. The British income tax, again, not only 
compares favorably with the German sA^stc^m in simplicity of 
administration and in fiscal results, but is more nearly in ac(*ord- 
ance with the modf^rn theories of ability to pay. In I he matter of 
inheritance taxation Gn'at Britain is far in advanc(' of ( h rmany. 
The British land taxes, finally, are more coinpn'hf'nsive tiian the 
German, and the increment-value tax in particular is ])oth more 
simple and more in agreement with correct the()r>\ It is only 
in the single point of adjustment between local and imperial 
taxation or, as in Germany Ix^tween local, state and imperial 
taxation that the British system is inferior to the German. 
Taking it all in all, therefore, it may be said that while the 
German reforms constitute an und<*niable step in advance, 
many further steps must be taken before the German fiscal 
system can be declared to be on a level with the English. It 
is not at all improbable that the coming years have in store for 
Germany an improvement in the methods of the income tax 
and the adoption of a revised and modernized inheritance 
tax.^ 

^ This prediction has been verified by the readjustment of German 
taxation in 1920, which brought about the revolution in the relations of 
federal and state taxation referred to on p. 389, supra. 
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V. Australasia 

The recent tax reforms in Australia and in New Zealand have 
effected no dramatic changes like those of 1909“10 in England 
and Germany. The movement in the antipodes has been a 
continuous progress on the lines discussed in the case of New 
Zealand in the last chapter. The year 1910, however, is marked 
not only by the extension to the <^ommon wealth of Australia of 
certain taxes previously reserved for the separate states, but 
also by some significant changes in the laws of the states them- 
selves. The Australasian movement may b(> discussed under four 
heads: (1) the land taxes in the states and the commonwealth; 
(2) the exemption of improvements in the localities; (3) the 
spread of the income tax; and (4) the relation between local and 
general finance. 

The land taxes in Australasia were originally imposed partly 
for revenue purposes, but chiefly in order to discourage the 
formation of large landed estates.^ The earliest law of this 
kind was enacted in Victoria in 1877. It provided for a tax on 
rural lands over 640 acres in extent and over £2,500 in value. 
It was followed by the South Australian law of 1884, with the 
introduction of the progressive princii)le in 1890.“ In both 

^ The best account of the Australasian land taxes will be found in The 
Financial Yearbook of the Commonwealth of Auatralia, 1901-10, by G. H. 
Knibbs (Melbourne, 1911); especially in secs, vi., xix. and xx.; and in the 
New Zealand Official Yearbook, 1911, by M. Frazer, Wellington, 1911. The 
British Blue Books on the land taxes of Australia and New Zealand, pub- 
lished in 1906-07, were reprinted with additions in 1909, under the title Tax- 
ation of Land, etc. Papers bearing on land taxes ami on income taxes, etc., in 
certain foreign countries, and on the working of taxation of site values in certain 
cities of the United States and in British colonies, together with extracts relative 
to land taxation and land valuation from reports of Royal Cornynissions and 
Parliamentary Committees. Cd. 4750. A synopsis of the Australian systems 
up to 1908 will be found in Seligman, Progressive Taxation, 2d ed., 1908, 
p. 94 et seq. Cf. also W. Pember Reeves, State Experiments in Australia and 
New Zealand, 1902, vol. i., pp. 251-268, and a later article by the same 
author, ^'Land Taxes in Australasia,” Economic Journal, vol. xxi. (1911), 
p. 513 et seq. This article sums up his conclusions published in the Blue 
Book mentioned above. 

2 In Victoria the rate was 1 per cent of the capital value of the land. 
The land was, however, valued on a pastoral basis, according to sheep- 
raising capacity, at from £1 to £4 per acre. This, of course, meant an in- 
significant tax. In South Australia the law of 1890, still in force, imposes a 
tax of one halfpenny in the pound on the unimproved value of land and 
over £240 in value, with an additional halfpenny per pound for any excess 
over £5,000, and with 20 per cent additional for absentees, who are defined 
as those who have been away from the state for more than one year. 
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these cases, however, the taxes were light and produced no 
appreciable effect on the size of the estates. In the other Aus- 
tralian state in which the system was introduced — namely. New 
South Wales, the object was primarily fiscal, the law of 1895 
imposing a tax of one per cent on all unimproved land. 

In New Zealand a more vigorous policy was inaugurated 
as early as 1891, as has been explained in the last chapter. 
It will be remembered that the law adopted in that year pro- 
vided for a tax of one penny in the pound on all land with an 
exemption of improvements up to £3,(X)0; and in the case of 
land of the value of at least £5,(X)0 an additional graduatc^l 
tax on the value of the land, exclusive of improvemimts and 
without deduction for mortgages, the rate rising in fourteen 
classes until it reached l^d. in the pound (changed to 2d. in 
the pound in 1893), when the land was worth £210,000. This 
made the maximum rate on the largest estates 3d. in the pound. 

This graduated land tax, however, proved ineffective from 
both the fiscal and social point of view. Its yield had in- 
creased only from £71,000 in 1893 to £79,000 in 1903, not- 
withstanding a considerable rise in the value of land. The 
effect of the law in cutting up large estates was correspondingly 
slight; it was, indeed, almost imperceptible. 

It was consequently decided to increase the scale of gradua- 
tion; and in 1903 an additional tax over and above the ordinary 
penny rate was imposed on unimproved land, the rate being 
graduated from one-sixteenth of a penny on land values of 
from £5,000-7,000 and reaching 3d. (one and one-foarth per 
cent) on land values of £210,000, with fifty per cent additional 
for absentees. This change, together with an improvement 
in the machinery of assessment increased the yield in the next 
three years (up to 1906) about thirty per cent.^ 


' The exact figures as presented in the New Zealand Official Year Book, 
1910, p. 662, are as follows) : 


TEAR 

ORDINARY 

LAND TAX 

GRADUATED 

LAND TAX 

absentees’ 

TAX 

19(XM)1 

£222,353 

£ 71,406 

£ 825 

1901--02 

233,545 

78,214 

1,076 

1902-03 

217,307 

77,832 

923 

1903-04 

232,774 

98,681 

! 3,536 

1904-05 

254,726 

94,703 

3,425 

1905-06 

277,144 1 

104,949 

3,663 
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But while the fiscal results were gratifying, the government 
was not satisfied with the effect of the law in breaking up 
large estates. The statistics show that while there had been, 
up to 1906, a diminution in the estates of over fifty thousand 
acres, and a somewhat smaller decrease in the number of es- 
tates between twenty and fifty thousand acres, thert^ liad been 
virtually no falling off in estates between ten and twenty thou- 
sand acres and an actual increase in those between five and 
ten thousand acres.^ 

On the other hand, the increase in the number of the very 
small plots was largely due to laws independent of tlie tax 
system, especially the scheme inaugurated in 1892, whereby 
the government purchased large estates in order to lease tliein 
in small sections to intending farmers, as well as the plan ])y 
virtue of which a group of settlers might form a land settle- 
ment association, purchase an estate by means of debentures 
issued through a public trustee under th(^ guaranty of the 
government and then subdivide it into plots of not more than 
500 acres. 

Accordingly in 1907 the government decided to ira^rease 
substantially the rate of the tax in the case of land values over 
£40,000, so that the additional graduated land tax now reaclKal 
two per cent at a maximum value of £200,000.“ Tiiis (diange 
led to a considerable increases of the revenue, the \oeld of the 
graduated tax almost doubling in four years, and forming a 

^ The New Zealand OJficial Yearbook, 1910, p. G2G; ibid., 1911, p, GIO, 
gives the following figures, indicating the numh(T of farms of different 
sizes : 



5- 

100- 

1,000- 

5,000- 

10,000- 

20,000- 

UVKR 


YEAR 

100 

1,000 

5,000 

10,000 

20,000 

50,000 

50,000 

TOTAL 


ACRES 

ACRES 

ACRES 

ACRES 

ACRES 

ACRES 

ACRES 


1883 

14,760 

14,267 

1,281 

203 

141 

S3 

23 

30,7()4 

1886 

17,075 

15,471 

1,425 

220 

151 

79 

29 

34,450 

1889 

18,805 

16,743 j 

1,413 

221 

134 i 

89 

27 

37,432 

1892 

19,369 

17,538 

1,558 

208 

148 i 

84 

30 

38,935 

1902 

20,799 

20,316 

2,144 

; 260 

123 1 

70 

23 

43,785 

190G 

20,900 

21,269 

2,417 

! 278 

129 1 

62 

13 

45,068 

1911 

21,767 

21,924 

2,753 

307 

121 ! 

1 39 

i 

46,922 


2 The scale of the additional taxes on unimproved land value over and 
above the ordinary penny rate was fixed in 1907 as in the table printed 
on the following page. 
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continually growing percentage of the entire public revenue.^ 
Even this, however, did not satisfy the public, and it was 
provided that, after 1910, on all land other than that used 
for business premises, the graduated scale should be increased 
by twenty-five per cent. The result is that the total land tax 
now rose to three and one-half per cent in the case of residents, 
and to six per cent in the case of absentees. In 1917, 50% was 
add (‘d to the graduated land tax, increasing the old rate of ld~ 
Id. to a maximum of 10].^^. (4 1/3%) for residents, and to 14d. 
(5 1/5%) for non-residents. The total land tax thus reached 
5 1/3 and 6 4/5% respectively. Whether these increased rates 
will suffice to attain the ol^jects of the law in greater measure 
than has hitlau'to been the case, remains to be seen. The 
figures of land- holding for 1911, as compared with those of 
190(), show a decid(‘d falling off in farms of from 20,000 to 
50,000 acres, but a virtual standstill at both extremes. 

What may be called the New Zealand system of land value 
taxes, has been spi’eading through other parts of Australasia 
during the last few years. In a few" cases indeed the system 
is still but slightly developed. Thus, in South Australia where 
th(' rates were increased in 1903 and 1905, the law of 1906 


* Th(‘ riiU's of 1907 were as follows: 


LAND VALUES 

ItATE (per £) 

LAND VALUES 

HATE (per £) 

£ 5,0(K)- 7,(X)0 

l~16d. 

£20,000-22,500 

8-1 Gd. 

7,(XX>- 9,0(X) . , . 

2-lGd. 

22, 500-25, (XX). . . . 

9-16d. 

9,(XK)-11,(XX) 

3-l(xi. 

25,0CX)-27,500 


11,(X)(V-13,000 


■ 27, 500-30, (XX) i 

ll-16d. 

13,(XX)-15,(X)0 

5-ir)d. 

30,0(XK35,(X)0 

12-lf)d. 

irj,0(X)-17,(XX) 

G-16d. 

35,000-40,000 1 

13-16rf. 

17,0(K)-20,0(X). . . 

7-1 6d. 




At, a valuation of £40,000 the rate wiis 8 shillings per £100 or two-thirds 
of on(' per cent. For every £1,000 additional value the rate increased one- 
fifth of a shilling until at £200,000 the rate equalled two per cent. 

The revenue from the land taxes wjis as follows: 


YEAR 

ORDINARY 

LAND TAX 

GRADUATED 

TAX 

absentee’s 

TAX 

TOTAL 

LAND 

TAXES 

PER CENT 

OF TOTAL 

REVENUE 

190G~7 

1907-8 

190S-9 

1909- 10 

1910- 11 

£317,17G 

34G,1G6 

389,844 

417,668 

416,426 

£125,929 

186,0(X) 

209,248 

220,044 

209,493 

£4,237 

5,680 

5,809 

4,558 

2,804 

£447,342 

537,846 

604,901 

642,270 

628,723 

10.49 

10.58 

13.82 

15.13 

13.00 
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reverted to the original rates of 1896.’ Again, in New South 
Wales, after the passage of the Local Government Act of 1906 
the operation of the land taxes was to be suspended whenever 
the shire or municipality should levy a similar local rate of not 
less than one penny on the pound. As such local rates are now 
levied almost everywhere in New South Wales, the revenue from 
the state tax has virtually disappeared.^ Finally, in Western 
Australia where the tax was introduced in 1907, the rate is 
only one penny in the pound on unimproved land over £50 
in value, with a rebate of one-half the tax to the owner of im- 
proved land. 

The year 1910, however, witnessed not only the extension of 
the land-value tax system to Tasmania and its increase in 
Victoria, but also the adoption of the scheme by the Common- 
wealth proper. In the same year there was likewise, as we have 
seen, a decided steepening of the grade in New Zealand. 

In Victoria, although the law of 1910 imposes a rate of only 
one halfpenny in the pound on all land whose unimproved 
value exceeds £250,^ the absolute restriction on the valuation 
of land to £4 as provided by the law of 1890 has l)een abolished, 
thus bringing about a substantial increase in the taxes on 
more valuable property. In Tasmania an act of 1910 levies 
a progressive tax on land values ranging from one peimy to 
twopence halfpenny in the pound.^ 

Most important, however, was the adoption of a federal 


^ In 1903 the land tax was fixed at three farthings in the pound, the 
additional tax on rental values over £5,000 remaining at one halfpenny. In 
1905 the rates in both cases W'cre made three farthings; in 1906, how- 
ever, both were reduced to one halfpenny. See p. 115 of the Blue Book 
cited above on page 516. 

2 Between 1902 and 1907 the revenue varied from £300,000 to £350,000 
a year. By 1920 the revenue was only £2,834. Cf, the Official Yearbook 
of New South Wales, 1909-1910, by John B. Trivett, government statis- 
tician, Sydney, 1911, p. 336. 

* As the unimprov^ value rises above £250 the exemption diminishes 
at the rate of £1 for every £1 of excess, so as t-o leave no exemption at all 
when the land is worth £500. 


^ UNIMPROVED 

RATE 

VALUE 

(per pound) 

Under £ 2,500 

Id. 

2,500- 5,000 

md. 

5,000- 15,000 

IVid. 

15,000-30,000 

md. 


UNIMPROVED 

VALUE 


RATE 

(per pound) 

2Hd, 

2 }^. 


£30,000- 50,000 
50,000- 80,000 
80,000 and over 
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tax on land values by the Commonwealth in 1910 on the lines 
of the New Zealand scheme. The rate of this federal tax varied 
from Id. to 6d. in the £ for residents, and from Id. to 7d. for ab- 
sentees.^ In 1914 the maximum rates were increased to 9d. and 
lOd. respectively, and in 1917 to lOJ/^d. and 14d. respectively. 

Although the tax was imposed largely for fiscal purposes, so- 
cial considerations were by no means lacking. From the fiscal 
point of view the tax still forms a relatively insignificant feature 
in the federal budget, the yield in 1911 being al)out £1,370,000 
as against over fifteen millions from other source\s, chi(‘fiy excise 
and postal revenue. So far as the burden on the landowners is 
concerned, however, there must be added to this federal tax the 
state taxes on land.^ 

Bearing this in mind it may be said that the scale in Australia 
is now higher than in New Zealand. In both cases the social 
results may be expected to be more appreciable in the future, 
especially so far as the largest estates are concerned. Two 
and one-half to three per cent on land values is equivalent 


^ The exact scales are as follows: 


RESIDENTS j 

i ABSENTEES 


RATE 1 

1 

HATE 

VALUES 

(per pound) j 

1 VALUES 

(per pound) 

Up to £ 5,000 

exempt ' 

Up io £ 5,0(X) 

Id. 

5,000- 15,000 

irf. I! 

£ 5,000- 20,000 

2d. 

15,000- 30,000 

2(1. ij 

20,000- 35,000 

M. 

30,000- 45,000 

3rf. 

35,000- 50,000 

Ad. 

45,000- 60,000 

4rf. !! 

50,000- 65,000 

5d. 

60,000- 75,000 

5(i. ii 

1 65,000- 80,000 

C)d. 

over 75,000 

6d. {' 

1 over 80,000 

7d. 


* The yield of the land tax in the Australian states for the past few years 
is as follows: 



1905-0() 

1907-08 

1909-10 

New South Wales 

£336,785 

103,536 

94,601 

54,776 

£178,889 

89,496 

93,762 

11,140 

57,742 

£ 9,066 
114,357 
94,126 
34,344 
79,021 

Victoria 

South Australia 

Western Australia 

Tasmania 

Total 

£589,698 

£431,029 

£330,914 



Cf. The Official Yearbook of the Commonwealth of Australia of 1901-1910^ 
No. 4, Melbourne, 1911, p. 840. 
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to fifty per cent on the income — an obviously prohibitory tax. 
Whether the tax will turn out to be destructive of hirge hold- 
ings will depend chiefly on the general conditions of prosperity 
and on the rise in the value of the land. If land valuers rise 
faster than the amount of the tax, the influence of the law will 
continue to be slight. To the extent, however, that there 
may be a slackening in the rise of land values, the effe(!t of the 
tax wall soon be apparent. 

VI. The Exemj)tion of Improvements in A ustralasia 

The second point of interest in the Australasian dt'velopmcmt 
is that the principle of land-value taxation, first a})pli(‘(l in iho 
states, has been extended not only to federal, but also to local 
taxation. It is true indeed that the form which the local rnovc^- 
ment has taken has been slightly different from that of the states 
and federal movements. The local taxes or raters, as they are 
called, w^ere originally levied largely on the same principle as 
in the mother country; that is, the rates were imi)osed on the 
rental value or the so-called annual value of real estate'. The 
practical consequence was the same: w^hen the property was not 
rented it was assumed to possess no rental value and it therefore 
paid no taxes. Under this system, vacant land might be held 
out of the market for speculative purposes for an indefinite tinu'. 
To prevent this practice, a movement set in to replace' the tax 
on rental values by one on capital values. In some cases a 
further step was taken: improvements were.' exemptc'c! in w^hole 
or in part, so that the tax, to an increasing extent, now^ fell upon 
bare land values. 

It is true that in the majority of the Australavsian states this 
new system has not yet been introduced. Thus Victoria, South 
Australia, West Australia and Tasmania still levy the rat{'s on 
annual value. But in the three other states, name'ly, in New 
South Wales, Queensland and New Zealand, the new^ system lias 
been applied. In Queensland the law dates back as far as 1890; 
in New Zealand to 1896, and in New^ South Wales to 1906, al- 
though in each case the system was actually inaugurated a few 
ye^ars later. 

In Queensland the Valuation and Rating Act of 1890 was 
passed chiefly for fiscal reasons. The movement goes back to 
a law of 1879 known as the Divisional Boards Act.^ While this 

^ For the history of these earlier attempts, cf. p. 197 ei seq. of the Blue 
Book mentioned above, on page 516. 
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bill was under discussion it was suggested that as considerable 
areas of country were in process of purchase from the crown, 
under the condition that certain improvements be made, the 
o})ligatory improvements ought to be exempt for rating purposes, 
as otherwise the conditional purchasers might delay making 
them. The purpose of this suggestion was obviously to accel- 
erate tlie s('ttlement of the country. The further suggestion that 
the concession for improvements ought to be extended to the 
towns was stoutly opi)osed, and in the case of country lands the 
(mdeavor to exempt improvements other than houses and build- 
ings was (h^eated. The law as passed, provided that in the case 
of ratable property in the country districts, there should be a sep- 
arate valuation of land and of houses, and that there should be 
deducted from the total annual rental value “ an amount equal to 
one-half that portion of such rent as shall be deemed to arise from 
any buildings that may be situated on such ratable property. 

This remained the situation until 1887 when the Valuation Act 
provided that in the case of town and suburban lands the aimual 
rcaital subject to taxation should be estimated as a sum equal 
to two-tliirds of the rental value, including improvements. A 
further modihcation was introduced in fixing the tax limit. In 
the case of unimproved land the minimum fixed for the rate 
of taxation was a little higher than upon improved land (eight 
instead of five per cent upon the fair capital value), and where 
the land was ^Tully^' improved, no minimum at all was insisted 
upon. Furthermore, it was provided that county lands should 
be* ('stimated at the fair average value of unimproved land of the 
same quality in the same neighborhood, the annual value to be 
taken at a certain percentage of this capital value. Thus im- 
provements were taxed more lightly than land in the towns, and 
were completely exempted in the country districts. 

In 1890 the general finances of Queensland caused grave con- 
cern, and after the failure of an effort to levy an additional tax 
upon property of all descriptions, the Valuation and Rating Bill 
w^as so framed as to give the local authorities greater taxing 
I)ow^ers. Hitherto the state government had given £2 for every 
t£l raised locally by the divisional boards. In the course of the 
discussion the proposition was made not only to change the sys- 
tem of local rating from rental to capital value, but also to pro- 
vide for a total exemption of all improvements. Public atten- 
tion, however, was more strongly directed to the need of increas- 
ing local taxation than to the particular method of rating. 
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In the years following the adoption of this new system the 
valuation of land fell off very greatly, necessitating, of course, 
a progressively increasing rate of tax. Up to 1893 the decrease 
in the valuations may be ascribed to the law. After 1893, 
however, it must be in part ascribed to the commercial crisis 
of 1893, from which Australia did not recover until the beginning 
of the new century.^ In the larger towns this situation caused 
no little anxiety and led to the a])pointment of a royal commis- 
sion in 1896. While the report of the commission was on the 
whole favorable to the new system, it must be remembered that 
the comparison was between the new system of taxing the capi- 
tal value of land and the old one of taxing the rental value of all 
real estate. The law of 1890 had still included the valuation of 
buildings in the case of occupied crown lots on mineral fields, 
owing to the difference in the marketable capital value of the 
land as compared with other lands. But in 1902 the Local 
Authorities Act extended the principle of the exemption of 
improvements for local rates to all lands. 

The next state to adopt the system was New Zealand. In 
1896 an Optional Rating Act was passed, giving the local bodies 
the option of choosing between the ordinary rating system, 
according to annual value, and a new tax on the unimproved 
capital value of land. The law, still in force, provides that a 
shilling in the pound on the annual value shall b(^ deemed to be 
equivalent to three farthings in the pound on the capital value 
of any ratable property; or that the annual value of any rat- 
able property should be deemed equal to six per c(‘nt of its capital 
value. The rates on the unimproved value of the land must “ be 
so adjusted as to equal as nearly as may be, but not to exceed, in 
producing capacity, the rates made and levied on the annual or 
capital value as the case may be ” under the old law\ The annual 
value is deemed to be the letting value less twenty per cent in 
the case of houses, buildings and other perishable property, and 

' As an example of this change we append the valuation figures for the 
city of Brisbane, as found on p. 202, the Blue Book cited above: 




VALUATION 

1800, under the old system 

£9,061,450 

1891, under the new system 

8,800,351 

1892 “ 

tt a it 

7,814,185 

1893 “ 

<< H <1 

6,745,553 

1894 “ 

it ii if 

6,363,308 

1895 

it a u 

5,807,541 

1902 

u tt it 

5,882,055 
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less ten per cent in the case of land ; but in no case shall th(^ an- 
nual value be deemed to be less than five per cent of th(‘ value 
of the fee simple. The capital value is deemed to be the selling 
value of the land including improvements. The maximum limit 
of the tax, so far as the general rate is concerned, is fixed at 26*. 
in the pound on the annual value or at 1 ^ 2 ^. in the pound on the 
capital value of all ratable property, or its e(|uivalcnt on the 
unimproved value. ^ 

The law provides that the petition to change to the new 
system must be signed by at least, fiftcaai per cent of the rate 
payers, and that it must be adopted by a majority vote. In 
1899 the first lo(*ality made use of this provision, and during 
the next few years th(^ system gradually spread. By 1906 
seventy-five localities had decided to take a vote on the change 
and out of these seventy-five, sixty-three voted ^^yes” and 
twelve voted ''no.” A few years later, in 1909-10, out of 159 
boroughs in N(^w Zealand, 43 levied the local rates on the unim- 
proved value of land, 18 on the capital value of real estate and 
40 according to the old system of annual value.- 

As the ))oroughs are naturally the most prosperous parts of 
the counties, th(^ importance of the unimproved value system 
is really somewhat greater than would appear from the above 
figures. As a matter of fact, almost one-third of all the rates 
were collected under the new system.'^ Of the four largest cities 
two, Wellington and Christ Church, have adopted the sys- 
tem of exemption of improvements, but the other two, Auckland 
and Dunedin have refused it. In considering the above figures, 
moreover, two points must be remembered : first that as the old 
S 3 ^stem was supplanted the new one of basing the rates on capital 


^New Zealand Official Yearbook for 191 Wellington, 1911, p. 169. 
2 The figures for the different local divisions are as follows: 



1 

TOTAL, 

REPORT- 

INO 

1 

RATES ON 

RENTAL 

VALUE 

1 

RATES ON 

1 CAPITAL 
VALUE 

RATE.S ON 

ITNIM- 

r ROVED 

VALUE 

Counties 

346 

6 

286 

54 

Boroughs 

109 

48 

18 

43 

Independent town boroughs 

23 

2 

17 

4 

Total 

478 ! 

156 

321 

101 


* Full details for each locality will be found in the New Zealand Official 
Yearbook^ 1911, pp. 178 to 192, inclusive* 
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or selling value was chosen by five times as many counties and 
about half as many boroughs as tliose that selected the method of 
exemption of improvements; and secondly that the system of 
rating on the unimj^roved value of land applies only to the so- 
called general rate, and not to the special rates levied for water, 
gas, electric light, sewage, hospital or poor relief purposes. 

In New South Wales th(^ system vvas inaugurated almost a dec- 
ade later. In 1905 the so-called Shires Act was passed which, 
as supplemented by the Local Government Extension Act of 
the following year, provided that tlu^ general local rates should 
thereafter b(' levied on t he unimproved value of the land at a rate 
of not less than Id, nor more than 2d. in the pound. A council 
of a municipality which has levied a rate of not less than Id. on 
the unimproved value is permitted to impose such additional rate 
as may be required on either the improved or the unimproved 
value. Tlie total amount, however, to l)e dr'rived from these 
general rates, takcm togeth(‘r, is required not to exceed the 
amount yielded by a rate of 2d. in the pound (0.83 p('r cent) on 
the unimproved value, or Gd. in the pound (7.5 per cent) 
on the assessed annual value of all ratable land.^ It is also 
provided that as soon as any locality puts this new system into 
force the opc^ration of the state tax on land values is to be sus- 
pended.^ Here, again, it is to be noted that in addition to the 
general rates, the so-called special rates, as well as local and loan 
rates may be imposed on either the improved or the unimproved 
value. Most of the municipalities have, howe'ver, chosen to levy 
these extra rates on unimproved value. An important excerption 
consists of the rates imposed by certain water-supply and sewer- 
age boards which are still levied according to the old system. In 
1912, sixty-four out of seventy-three municipal and shire 
councils raised £399,197 on land values of £31,344,898,^ the av- 
erage rate for all local taxes being 1.27% of the value of the 
land. It will be seen how low the rate of taxation is, as com- 
pared with American conditions. 

Finally, it may be added that in South Australia the Land 
Values Assessment Act has for some time permitted the locali- 
ties to substitute for the existing local rates, which may be 

1 Official Yearbook of the Commonwealth of Australia, 1901-1910, Mel- 
bourne, 1911, p. 985. 

2 Cf. supra, p. 520. 

* The figures are printed in detail in the Sydney Standard, and reprinted 
in the March, 1912, issue of the Melbourne Progress. 
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levied either on gross annual rental or on capital value, a new 
system of taxes on the unimproved value of land. No locality, 
however, has yet availed itself of this permission. 

Such has been the development of the law. What are the 
practical results? It is usually claimed by the advocates of the 
system that the exemption of improvements will do away with 
speculation, stimulate thci building trade, Iowct house rcaitals 
and abolish congestion of population in the cities. What light 
does the Australasian experience throw upon these claims? 

In considering this j)roblem we are deixmdent for informa- 
tion largely upon the reports of the local authorities. In a few 
cases we have some information as to the local results of the state 
taxes on land values; but these taxes, it will be remembered, 
arc so insignificant as to be almost devoid of iin])ortanee in 
the towns. Thus in South Australia, where after 1895 consider- 
able areas of suburban land in the towiLS were l>uilt upon, we 
are told, in an official report of 1906, tliat “much of the im})rove- 
ment would have occurred irrespective of taxation, with the 
gradual growth and advancement of the state. ^ Furthermore, 
we are informed that “on the rental of house property and 
vacant sites, the effect is not appreciable/^ Finally we are told 
that while there was a falling off in speculation, this was due 
entirely to the collapse of the land boom in the eightic\s, for 
“this phase of speculation is in no wise affected by taxation.- 

Similar testimony comes from New South Wales. The acting 
statistician of that state ted Is us that the effect of the state 
tax on land values has been inappreciable. Suburban building 
has indeed considerably advanced, “but there is no doubt that 
much of the extension is due to the facilities for settling in 
the suburbs afforded by the excellent tramway system.^’ ^ 
Rentals in the suburbs have indeed fallcm, but “the reduc- 
tion is due but slightly to the operation of the land tax, the 
chief cauvse being the opening up of newer and more select 
localities through the extension of the metropolitan tramway 
and railway system.” He adds: “as regards the suburbs be- 
yond the influence of the tramway system, experience shows 

^ "Papers relative to the Working of Taxation of the Unimproved Value 
of Land in New Zealand, New South Wales and South Australia,” in the 
Blue Book mentioned above. See especially p. 115. 

'Ibid, p. 116 . 

* Ibidj p. 132. 
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that in general there has not been any material alteration in 
rents for ordinary tenements/' The entire situation is summed 
up in these words: ‘‘On the whole it may be said that the land 
tax has had no very appreciable effect on any of the conditions 
referred to/' that is, the building trade, rentals, vacant sites 
or land speculation. This conclusion is concurred in by the 
First Commissioner of Taxation who says that: “taking the 
operation of the land tax as a whole, it is not considered that 
it has had any pronounced effects on the land generally," so 
far as the towns are concerned.^ 

The effect of the state taxes on land value accordingly, was 
unimportant. As to the effect of the exemption of improvements 
in local taxation, the existing information is limited to New 
Zealand and Queensland. In New Zealand the commissioner of 
taxes sent a circular addressed to all the local authorities : fifty- 
two replies were received, of which a digest has been printed. 
While not a little testimony unfavorable to the new system was 
elicited, most of the localities declare it satisfactory. During 
the period of its operation there was a general increase of pros- 
perity throughout the state. In some of the n^plies, however, 
doubt is expressed whether this prosperity was in any way due 
to the method of taxation. The great majority of the replies 
are to the effect that no especial results can be discerned either 
one way or the other. Thus the Eketahuna council WTites: 
“ unable to say what effect is, as success of the dairying industry 
overshadows the effect of taxation." The Hokitika council 
writes that many new buildings “have recently been erected, 
but this is attributed to prosperity rather than change in rat- 
ing." The Hawera council tells us that the “building trade, 
rent, land speculation, etc.y have not been affected to any ap- 
preciable extent." The Pahiatua council writes that the brisk- 
ness in the building trade “is considered due to natural causes," 
and to the general prosperity of the community. 

Again, so far as the influence of taxation on rents is con- 
cerned, while some localities think that rentals have been 
reduced, others state the contrary. Thus, Grey Lynn tells 
us that the system “does not affect building trade, and has not 
tended to reduce rents." The Kairanga council says: “Building 
trade not stimulated; rents little affected." From Karori bor- 
ough we hear: “do not think building trade or rents affected." 
From Maraetai we learn: “no perceptible change in buildings 
1 Blue Book, op, cU,, p. 133. 
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or otherwise/' The North East Valley borough states: '^does 
not materially reduce rents/' Finally, Woolston borough 
informs us that while the building trade is improving ^‘rentals 
are not lower/' Some localities in fact go still further and call 
attention to the inevitable results of the system. Thus, the 
Stratford borough council holds that the system acts unfairly 
and tends to the crowding of houses on small sections," and from 
Winton borough we hear that the system ^ throws tax much 
heavier on unimproved sections and appears to benefit those 
who crowd good buildings on small areas." ^ The testimony 
from New Zealand thus appears to be inconclusive and some- 
thing at least can be said on both sides of the question. 

When we come to Queensland we find a very able report 
from Mr. Corrie, a leading architect who has served for many 
3^ears as a valuer in Brisbane. While he is favorable on the 
whole to the exemption of improvements, he tells us that the ob- 
jection that the system must lead to the over-utilization of the 
land ^^has not so far been tested in the state." ^ Moreover, 
he is decidedly of tlie opinion that while the system has hitherto 
worked fairly well, there are distinct limits to its usefulness and 
even to its possibility. He writes: 

^‘Although raising considerable local revenues on unimproved land 
value has so far met with little objection, it by no means follows that 
very profound study has been accorded to the subject by those most 
interested.* ... As further duties come under local government 
jurisdiction, the present system cannot escai^e from very critical ex- 
amination, for manifestly there is a limit to the burden which will be 
accepted upon any single class of property.” 

He tells us that since the local taxes on land values are at 
present not excessive and are expended upon services from which 
the land derives a reasonable benefit, there is not much likelihood 
of discontent soon arising from the system in Queensland. 
But he points out that as soon as the land tax increases 
to the point of diminishing the capital value of the land, dis- 
content will be sure to arise. What has saved the system thus 
far has been the low rate, coupled with the rise of land values 
due to the general prosperity of the colony. He adds: 

‘‘As taxes increase, however, and especially as fresh duties have to 
be undertaken, all the issues will be less simple, and other forms of 


* Op. cit.j pp. 138-140. 


*/6i(i., p. 211. 


* Ibid., p. 212. 
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property — as, for instance, in the fight over the Brisbane hotels ques- 
tion — will be looked to for contribution as well as land.” 

His conclusion is that the future has in store the ^‘due recog- 
nition of two important factors in municipal finance (not satis- 
factorily accounted for under a land tax) — viz., ^ability to pay ^ — 
and the now equally recognized principle that ‘persons as well 
as things’ should contribute.” ^ 

From this Australasian evidence three inferences can be drawn: 
In the first place, so far as the testimony is favorable to the ex- 
emption of improvements, it must be remembered that the new 
system is compared with the old method of taxing rents. What 
pleases the public, so far as they are pleased, is not so much the 
exemption of improvements as the change from taxation of rent- 
als to taxation of capital value. This is apparent from the tes- 
timony. Thus, for instance, the Wellington city council favors 
the new method chiefly because it “paralyzes the old system 
under which rental values on lands could by simple manipula- 
tion reduce local taxation to a farce.” ^ In this connection it is 
a most significant (although hitherto unnoted) fact that in 
South Australia, where the exemption of improvements is 
legally permissible and where no locality has yet availed itself 
of the permission, the old system of local rates allows an assess- 
ment on capital values. That is to say: where local rates are 
levied only on rental values, there arise all the difficulties 
which have induced England and (Germany to impose new land 
taxes, and which have led in Australasia to the exemption of 
improvements; but where the tax is levied on capital instead of 
rental values, as is the case in the United States and as is true 

^ These inferences are corroborated by the results of an independent 
investigation subsequently made by J. E. Le Kossignol of Denver and 
W. D. Stewart of Dunedin in an article entitled “Rating of Unimproved 
Values in New Ztialand/^ and published in Addresses and Proceedings of the 
First Conference of the National Tax Assodaiionj New York, 1908, p. 273 
et seq. After pointing out that in cities like Wellington, overcrowding has 
been increased rather than diminished, and that taxes on rural property 
in general have been relatively increased as compared with taxes on town 
property, the authors t(dl us that “the facts do not warrant optimistic 
conclusions. . . . The benefits of rating on improved value are not so 
obvious as to command unanimous approval. . . . The opposition to the 
system appears to be growing stronger as the people are coming to recognize 
its relation to the propaganda for single tax. . . . Up to the present time 
the economic effects of rating on unimproved value have been insignificant.” 
See esp. p. 284. 

2 /hid., p. 140. 
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in large measure in South Australia, the tendency to any change 
is far less apparent. So far, therefore, as the results of the 
Australasian system of exempting improvements from taxation 
are deemed favorable, they may be declared to be due primarily 
to the adoption of the system of taxing capital instead of rental 
values. 

In the second place, even thus limited, the reports of the ex- 
periments in Australasia are inconclusive. In some cases we hear 
of good, in other cases of bad results. Nowhere has a careful 
study been made of the consequences of the exemption of im- 
provements as compared with a tax on the capital value of 
all real estate. Finally, as the experience of Queensland clearly 
shows, the whole system is of slight importance partly be- 
cause the rates have been low, and partly because the adoj)- 
tion of the new method of assessment has come at about tlie 
same time as the recovery from the long depression of the early 
nineties. 

When to all these considerations we add the fact that in most 
cases only a portion of the local rates are levi(Kl on land values, 
we are forced to the conclusion that a much longer experience 
will be required before it can be asserted with any reasonable 
degree of confidence that the S 3 ^stem of exempting improvements 
from taxation has had results at all comparable to those that 
are often ascribed to it by hasty writers. 

VII. The Australian Income Tax and the Relation of State to 
Federal Finance 

The third phase of tax reform in Australasia mentioned 
above ^ is the development of the income tax. Here again we 
have to deal not with the sudden introduction of any new prin- 
ciple, but with the elaboration of a system initiated some time 
ago. The last few 3 "ears have ever 3 ^where witnessed a growing 
realization of the importance of income taxation, and in several 
states the year 1910 marked a significant change. 

Australasia was among the earliest democracies to intro- 
duce progressive inheritance taxes. These have remained sub- 
stantially unchanged for several decades. Income taxes 
came considerably later. With the exception of South Aus- 
tralia where such a tax was introduced in 1884 there were 
no income taxes on the Australian continent until shortly 


1 P. 516. 
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before the end of the nineteenth century. New Zealand fol- 
lowed in 1891 when an attempt was made to reach incomes 
by the same act which imposed the land tax. The income tax 
was only slightly progressive: 6d. in the pound on the first tax- 
able £1,000, and Id. on each additional £1,000. It was not 
until 1895 that Victoria and New South Wales introduced 
the income tax, and not until 1902 that Queensland and Tas- 
mania followed suit.^ In the year 1907, however, there began 
a new phase of income taxation: such taxes were introduced 
where they had not yet existed, and almost everywhere the old 
taxes were increased both in amount and in the steepness of the 
scale of progression. Thus in 1907 the income tax system was 
extended to Western Australia and the earlier laws of Queens- 
land and New South Wales were amended; and in 1910 the 
rates in Victoria, Tasmania and New Zealand were increased, 
in some cases to a substantial extent. Finally the Great War 
not only led to considerably higher rates in all the Australian 
states but brought about in 1915, the introduction of a federal 
income tax with an elaborate scale running up to 25 per cent. 
The details will be found in the note.^ 


^ In Seligman, Progressive Taxation in Theory and Practice^ 2d ed., 1908, 
p. 97 ei seq.^ will be found a detailed account of all the income taxes which 
were in force in Australasia up to 1906, with the single exception of New 
South Wales, where the income tax w^as not levied according to the pro- 
gressive principle. In New South Wales the law of 1895 imposed a tax of 
6d. in the pound on all incomes of £200 and over, if not derived from land. 

2 Victoria. The law of 1895 provided for a progressive scale which was 
changed in 1903 and 1904. In the case of incomes from personal exertion, 
the rate (1912) was: 


INCOMES 

£100 to £ 500 
500 1,000 


RATES RATES 

(per £) INCOMES (per £) 

3d. £1,000 to £1,500 5d. 

4d, over 1,500 6d. 


If the income was derived from property, the rates were doubled. In 1906 
incomes under £200 were exempted, and an abatement of £150 was allowed 
on incomes from £200 to £500. In 1908 a distinction was made between 
individual and corporate incomes, the former being reduced by 20 per 
cent; but in 1910 this was repealed. Land used as a residence by the owner 
was deemed to yield an income of four per cent on its capital value. A tax 
of Id. in the pound was imposed on the incomes of all corporations except 
life insurance companies, which pay at the rate of Sd. in the pound. For- 
eign ship owners pay 5d. in the pound. 

New South Wales. The act of 1895 was amended in 1907; the rate was 
still 6d. in the pound, but in the case of incomes derived from personal 
exertion the exemption was increased to £1,000. Further amendments 
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From the point of view of revenue the income taxes play a 
considerably greater r61e than the land taxes. In New South 
Wales and Victoria, even before the war, they were exceeded in 

were made in 1911 and 1914. In 1919 the rates varied from 8d. in the 
pound on incomes up to £700 to Is. 2d. on incomes over £9,700, with an 
addition of one-third on incomes from property. The exemption is £250, 
plus £50 for insurance and superannuation premiums, and there is a de- 
duction of £50 for each child. For companies the rate is 1«. in the pound. 
Omensland. The act of 1902 was amended in 1906 and HX)7 as follows: 


INCOMES FROM 
PERSONAL EXERTION 

£ 2(X)-£ 500 
500- 1,(XK) 
1,000- 1,500 
over 1,500 


RATES (per £) 

M. 

6d. up to £ 500; Id. above 
Id. up to £1,000; 8d. above 
8d. 


£200 was deducted in every case. On incomes derived from property the 
rate was 9d. in the pound, and in the case of absentees and corporations, the 
rate was in the pound. 

South Australia. The act of 1884 has been frequently amended. The 
rate in the cas(i of incomes from personal exertion was in 1912 four pence 
halfpenny in the pound for all incomes from £150 to £800 and Id. in 
the pound above £8(X). In the (^ase of income from property the rates 
were 9d. and Is. 1 respectively. In the? case of incomei? up to £400, 
£200 were exempt. 

Western Australia. 'Fhe law of 1907 fixed a rate of 4d. in the pound on all 
inconuja over £200; and fifty per cent additional in the case of absentees. 
Corporations, howewer, were, by a law of 1899, as amended in 1906, sub- 
ject to a tax of l.s. in the pound on dividemds. 

Tasniayiia. The act of UX)2 was repealed in 1910, wlien the following 
rates were imposed in thc^ case of incomes from personal exertion: 


INCOME 

RATE (per £) 

INCOME 

KATE (per £) 

£125 


4d. 


125-£150 

4}4d. 

£900-£l,000 

6d. on first £400 

150- 

250 

AHd. 

Id. on next £2(X) 

250- 

350 



8d. on next £200 

350- 

400 

bHd. 


lOd. on remainder 

400- 

700 

1 6d. on first £400 

Above £1,000 

Same rates on first £800 

( Id. on remainder 

lOd. on next £200 

700- 

900 

6d. on first £400 


Is. on next £500 



Id. on next £200 


Is. 2d. on next £500 



8d. on remainder 


Is. 4d. on remainder 


In the case of incomes from property, the rate wa.s Is. in the pound, pro- 
vided that the income was over £100. Incomes under £80 in the case of un- 
married persons or under £100 in the cjise of married persons were exempted. 
The following abatements were permitted: 


INCOME 

EXEMPTION 

INCOME 

EXEMPTION 

£ 80-£110 

£70 

£150-£250 

£40 

110- 125 

60 

250- 350 

30 

125- 150 

50 

350- 400 

20 
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importance only by the inheritance taxes. In Queensland and 
South Australia the income tax was the most important, in 
Western Australia the dividend tax. It is only in Tasmania 

Every taxpayer, the taxable amount of whose income was less than £150 
could claim a rebate of 2s. 6d. for every child under 16 years. 

In ad<lition to the income tax the law of 1904, amendeil in 1906, imposed 
a so-called ability tax, the amount of which was determiru'd accordinfz; to the 
annual value of the property occupieil, or the amount paid for board and 
lodging. In the case of property the rate varied from Id. to 6d. in the 
pound, on the annual value. In th(^ case of board and lodging the rate 
varied from 33^2<i. to M. in the pound on the amount payable annually for 
lK)ard and lodging. 

New Zealand. The law of 1891 was amended in 1910 as follows: A deduc- 
tion was allowed for £300 of income. Up to £700 the rate was 6J. in the 
pound, rising gradually until in the case of incomes exceeding £2,3(X) the 
rate was l.s. 2d. in the jxmnd. In the case of corporations there were no ex- 
emptions and the rate varied from Is. to Is. 2d. in the pound. 

In 1915 the tax was incretised one-third. In 1916 an extra i5d. was added 
up to £900, and Is. Id. over £9(X). In 1917 a special war tax of 4s. C)d. was 
imposed, which, added to the 3s. regular tax, made a maximum of 7s. (xi. 
A deduction of £3(X) wiis allowixl when the total income did not oxce£‘d 
£6(K); and between £6(X) and £900, the deduction of £300 was rcsluced 
by £1 for every £1 of income above £600. £25 w(*re also allowed for ('ach 
child under sixteen years of age. 

The Commonwealth. In the law of 1915, on incomes derived from personal 
exertions the rate is 3 3/800c/. per pound, increasing l)y 3/800£/. with each 
increase of one pound of the taxable income until an average rate of 2s. 
7^2^. per £ is reached on £7,600. Over that sum tlu^ rate is 5s. in the £. 
On income derived from property the rate up to £546 is stated by the 
following fonnula: 


R=f3+ 1 \i. 

181. 058 / 

R= rate. 

1= taxable income. 

On sums between £546 and £2,000 the tax increases continuously until 
it reaches 33.6(i. per £ on £2,000 10s., and thence rises to a rate of 5s. per £ 
for every £ in excess of £6,500. An additional tax is levicxi of 25% as 
well as a supertax of 30% of the total amount of the tax. The exemption 
is in the case of unmarried taxpayers with no dependents £1(X), less £1 for 
every £5 in excess of £100. In the case of married t axpayers, or those with 
dependents, the exemption is £150 le<*6 £1 for every £3 in excess of 150. 
The deductions are £26 for every child under sixteen; £50 for friendly 
society and superannuation premiums; another £50 for life assurance and 
fidelity guarantee premiums; and all gifts over £5 to public charitable in- 
stitutions or war relief funds. Winners of prizes in lotteries pay 13%. Ab- 
sentees are taxed on their income received in Australia. Companies pay 
8d. in the £ on dividends and interest to absentees and 2«. 6d in a £ on all 
taxable income not distributed. 
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and New Zealand that the land tax yielded more than the 
income tax. Since the war even this is no longer true. 

In Australasia, as a whole, if we take the income and the in- 
heritance taxes together we find that their yield forms an 
overwhelming proportion of the revenue from direct taxation. 
Entirely apart from any consideration of the indirect taxes 
which an^ still so important, Australasia may be said to be 
moving away from, rather than in the direction of, the prin- 
ciples of the single tax. ' 

One feature in the development of the taxation of incomes 
by the states deserves a word of mention in view of the con- 
trov(Tsy over the general subject in the United States. Origi- 
nally much difficulty was exp(‘rienced in making the salaries 
of federal officials subject to income taxation. In 1907, however, 
the federal Parliament enacted the Commonwealth Salaries 
Act which declared that salaries and allow’ances paid by the 
commonwealth are liable to taxation by the states. The only 
exemption is the salary of the governor-general. 

Th(‘ fourth and final point in our consideration of tax reform 
in Australasia is the relation of state and federal finance. When 
th(‘ commonwealth was created in 1900, the constitution vested 
in the federal government exclusive power of levying customs 
and excise duti(‘s and in the state and the federal governments 
concurrent powers of direct taxation. But as the revenues of the 
various states had previously been derived largely from cus- 
toms and excises, and as it was practically certain that the 
commonwealth expenditures would, for some years at least, 
not equal the revenue derived from these sources, it was decided 
to allot to the states a certain proportion of this revenue. In de- 
fault of such allotments the states would have found it necessary 
to raise the rates of the taxes on inheritances, incomes and land 
to inordinate heights. It was accordingly provided in the 
so-call(Hl “Braddon’^ section of the act by which the federal 
constitution w^as established, that during the first ten years 
of the newly created union, and thereafter until otherwise de- 
cided, there should be returned to the states three-fourths of 
the net revenue from customs and excises. Thus was adopted 
the system of the collection of taxes by the central government, 
with the distribution of a part of the proceeds among the states. 

^ A convenient summary of existing laws is Income Taxes in the British 
Dominions. Compiled in the Internal Revenue Department, London, 
1923 ; with an Appendix^ 1924. 
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The Braddon clause was, however, not the only section affect- 
ing the relations of federal and state government. Many func- 
tions of government, which under the American system are re- 
served to the states, were transferred from the states to the 
conunonwealth. It was fully recognized that the discharge of 
these functions would necessitate large federal expenditure; but 
it was not believed that this transfer of expenditure would be, at 
first at least, at all commensurate with the transfer of rev- 
enue. Consequently there was inserted in the constitution a 
provision for the repayment to the states of any surplus fed- 
eral revenue. The principles which should govern the al- 
location of revenues according to this clause, as well as under 
the Braddon clause, were set forth in a special section of the 
constitution, which was to remain in force for five years and 
thereafter, until changed by Parliament. This embodied what 
became known as ^‘the bookkeeping system.’’ Under this 
scheme each states was to be credited with the federal revenue 
collected in respect of that state, and to be debited with the 
expenditure incurred on its behalf in connection with the 
transferred departments as well as with its share, on a per 
capita basis, of the new expenditure of the commonwealth. 
It was also provided that the duties chargeable on goods im- 
ported into one state and coiisuhkkI in another should be 
credited to the consuming state, on the theory that the duty 
ultimately falls upon the consumer. The balance in favor of 
any state is payable monthly by the commonwealth. 

Finally, another special clause (section 96) of the constitution 
provided that the Commonwealth parliament might grant finan- 
cial assistance to any state on such terms and conditions as the 
parliament should think fit. This section was introduced with 
the object of rendering the constitution more elastic in the mat- 
ter of assistance to tlie states than it would have been if the 
Braddon clause and the bookkeeping system were rigidly 
adhered to. No claim for such special assistance has, however, 
yet been made. 

So far as the Braddon clause is concerned, it may be said that 
for some time it worked fairly well, although with every year 
the situation became more embarrassing in the separate states, 
for the reason that, in making up their budgets, it was prac- 
tically impossible to forecast for the immediate future what 
would be the share of each state in any particular federal tax. 
Moreover, the one-fourth revenue assigned to the federal gov- 
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eminent gradually proved to be inadequate for its expenses. At 
first the commonwealth returned to each state not only the 
three-fourths due it, but a substantial balance in addition. By 
1908, however, not only had the growing expenses of the com- 
monwealth swallowed up the whole of the one-fourth, so that 
there was no balance to be returned to the states, but the one- 
fourth itself was now inadequate.^ 

This contingeruiy was foreseen several years before it arose 
and attempts were made to find some satisfactory way out of 
the difficulty. Repeated conferences were held by the premiers 
of the several states, but it was not until 1909 that an agreement 
was reached. Meanwhile the matter had become particularly 
urgent, because of the denasion that the federal government 
should assume all the state debts.* The agreement between the 
ministers of the commonwealth and of the states was to the 
effect that the commonwealth should retain all of the customs 
and excise revenues, and that it should pay over to the states 
a definite sum every month, computed at the rate of £1 5s. per 
annum per head of population. In view, liowever, of the 
heavy obligations incurred by the commonwealth in the pay- 
ment of old-age pensions, provision was made for withholding 
from the actual shortage in the revenue the sums returnable to 
the states during that year, with an adjustment as between the 
pension states and the non-pension states. Finally, because of 
the large per capita contribution of Western Australia to the 
customs revenue, there was granted to that stat e an additional 
special annual payment: this was to be £250,000 the first year 
and was to diminish by £10,000 annually thereafter. One-half 
of this allotment to Western AustraUa was to be deducted from 
the shares of the other states. 


^ This is apparent from the foUowing figures: 



NET REVENUE 

ONE-FOURTU 

NEEDED FOR 

HA LANCE 

YEAR 

CUSTOMS AND 

ASSKJNED TO j 

COMMONWEALTH ! 

RETURNED 


EXCISES 

COMMONWEALTH 

EXPENDITURE ' 

TO STATES 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

£ 

8,633,996 

9,413,442 

8,844,195 

8,543,310 

8,739,298 

9,386,097 

11,368,220 

10,573,860 

11,323,207 

£ 

2,158,499 

2,353,110 

2,211,049 

2,135,827 

2,184,825 

2,346,524 

2,842,055 

2,643,465 

2,830,801 

£ 

1,269,757 

1,207,876 

1,465,716 

1,400,541 

1,354,915 

1,540,523 

2,511,315 

2,643,465 

2,830,801 

£ 

888,742 

1,145,234 

745,333 

735,286 

829,910 

806,001 

330,740 

nil 

nil 
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The act embodying this agreement was passed in December, 
1909, to take effect as an amendment to the constitution; but 
the amendment w^is rejected by the electors at a referendum in 
April, 1910. It therefore devolved on the federal parlianuait to 
settle the question by law, and a few months later the Suri)lus 
Revenue Act was passed, which embodied practically the same 
provisions, and which is now^ in force. ^ By the terms of this act 
the commonwealth undertook dining the period of ten years 
commencing July 1, 1910, and thereafter until parliamimt should 
otherwise provide, to pay to each state, or to apply to the pay- 
ment of interest on the state debts assumed by th(^ common- 
wealth, an annual sum of 25s. per capita. The state of \\ I'stcTn 
Australia w’as to receive an additional sum amounting in the 
first year to £250,000 and diminishing in each succi'eding yi'ar 
by £10,000 and one-half of th(‘se payments was to be deducted 
proportionately from the amount payable to all the states. 
Any surplus revenue in the fcaleral treasury at the imd of any 
year was to be turned over to the several states, and for the y(*ar 
1911 the commonwealth was authorized to deduct from the 
amount payable to the states, the estimated deficit in tlii' fial- 
eral budget, figured at £450,000. In th(‘ same fedi^al ekadion in 
which the fiscal amendment to the constitution wais n'ji'cted, 
the provision to have the commonwealth assume all th(^ debts 
incurred by the states was adopted. 

VIII. Conclusion 

The foregoing survey of the tax reforms in England, OiTmany 
and Australasia appears to justify certain general conclusions: 

First and foremost, attention is to b(‘ directiai to the gri^at 
development of the income and inheritance taxes, with the 
adoption of the modern principles of progression and of diffenm- 
tiation of taxation. In this respect, as w(^ have' seen, England 
has taken the lead, although Germany follows closely in the 
income tax, and Australasia in the inheritanc^e tax. In Germany 
the effort to round out the system of direct taxes by the inherit- 
ance tax has thus far been only partially successful; wdiile in 
Australasia, where the inheritance taxes were the first to be 
adopted, the income tax is for the most part levied on a scale 
somewhat similar to that in England. The growth of the taxa- 

J The act is printed in full in The Official Year Book of the Commonwealth 
of Australia, 1901-10, Melbourne, 1911, p. 800. 
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tion of incomes and inheritances is the most significant aspect of 
the endeavor to realize the principle of ability in taxation. 

Second in importance is the development of the land taxes and 
more especially of the taxes on land values. Here, as we have 
seen, Australasia was really the first in the field, with Germany 
next and England following closely. But in Australasia the 
movement has been primarily toward the exemption of improve- 
ments from taxation, coupled with a progrcvssive tax on land, for 
social rather than for fiscal reasons. In Germany, on the other 
hand, the significant tendency has been in the direction of th(* 
taxation of the so-c;alled unearned incrt^ment of land, first by th(' 
towns, and mor(i recently by the empire. England has gone 
further than either of the other countries in that it combines with 
the in(Tcment-viilu(‘ duty a tax on so-called undeveloped land. 

In none of these cases, however, should the significance of the 
land taxes be misapprehended. Far from constituting an at- 
tempt to apply the principles of the single tax, as is often erro- 
neously asserted, the movement aims rather to realize more fully 
the principles of ability to pay by emphasizing the production 
rather than the consumption side of the doctrine of faculty.^ 
Not only is the fiscal importance* of these land taxes everywhere 
a minor consideration but, as I have pointed out, the real signifi- 
cance of the state land taxes in England and Germany and of the 
local land taxes in Australasia is to be found in the endeavor to 
substitute for the old and discredited method of taxing land 
according to rental value the newer method of taxing land 
according to capital or selling value. The old system gave an 
unjust advantage to the land speculator and was largely re- 
sponsible for the congestion of population in the towns. The 
new system is an attempt to make the landowner bear his proper 
share of the public burdens. 

The third point to be emphasized is the importance that is 
still attached to indirect taxes. In England, as we have seen, 
the additional revenue that has been provided by the recent 
tax reforms has come equally from direct and indirect taxes. 
In Germany far greater stress has been put upon the indirect 
than upon the direct taxes; and in Australasia the overwhelming 
mass of the total revenue, federal and state, is still derived 
from the customs and excises. 

These facts indicate not only the fallacy of the claim that 
there is any tendency tow^ard a fsingle tax on land, but also 
^ C/. supra^ p. 341, 
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the incorrectness of the assertion that the revenue of modern 
states must be derived chiefly from direct taxes. A careful 
study of the evidence leads us to the contrary conclusion, and 
shows that there must be some fundamental explanation of 
the persistence of indirect taxes. This is not the place to at- 
tempt such an explanation — which, it may be said in passing, 
is not given in any of the current treatises on finance. The 
outlines at least of such an explanation may be found in the 
suggestion that direct taxes, based on the principle of faculty 
or ability to pa}^, respond to the individual element in the prob- 
lem of taxation, while indirect taxes, whi(‘h cannot be explained 
on any such principle of individual ability, correspond to the 
no less important social element.^ Whatever may be thought 
of this suggestion, and whatever limits it may be necessary to 
posit in the elaboration of a system of indirect taxes, it is none 
the less true that no explanation of the existing facts of tax 
reform will hold if it fails to appreciate the important place that 
is to be assigned in the future, as we'll as in the' present, to in- 
direct taxes, side by side with the direct taxes. 

The fourth conclusion is the incre^asing importance which is to 
be attached to a study of the relations betwe^en cemtral and local 
finance, both as between national and state, and as between 
state and communal finance. Our survey discloses several im- 
portant tendencies. First to be noted is the provision for new 
and independent sources of federal revenue, as in Australia 
with the land tax, and in Germany with the land tax, the in- 
heritance tax and the suggested federal tax on possessions. In 
the second place, we notice the gradual transfi'r of state taxc'S 
to the federal government, as regards not only the administra- 
tion, but also the yield. Thus in Australasia tlie customs and 
revenue taxes are assigned to the federal government; while 
in Germany some of the state excises as wc'll as the state in- 
heritance taxes are transferred to the federal government, and 
the land increment taxes are at least to be controlled by the im- 
perial authorities. In the third place, we ol)serve that the taxes 
collected by the central government are distributed, in part at all 
events, among the states and even in some cases among the 
localities. Not to speak of the English system of grants in aid, 
we find in Australasia a distribution of surplus revenues among 
the states and in Germany an api3ortionment of the inheritance 
tax as between empire and states and the distribution of the new 
1 C/. supra, chap, ix, p. 324, 
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land taxes among empire, states and localities. More and more 
the fiscal problem is ))cing envisaged as a totality, and the 
relative claims of the community, state and central governments 
are being considered from the jx)int of view of an equitable dis- 
tribution of the entire burden resting upon the individual or the 
(;lass. This is the most recent phase of modern tax reform, and 
for this reason doubtless it has hitherto received the least study. 
It is, however, perhaps the most distinctive aspect of the modern 
movement. 

Summing up all these conclusions we see that modern tax 
reform, as illustrated in these three great nations, presents a 
combination of social and fiscal considerations; or rather, that 
an attempt is being made to solve the fiscal problem with due 
r(?gard to the social aspects of the situation. If it be inquired 
what lessons these movements contain, so far as the United 
States is conc(^rned, it would probably not be far amiss to 
state them as follows: 

In tlu' first place, so far as indirect taxation is concerned, 
th(" Unitenl States has not much to learn from this recent develop- 
ment. Almost the entire revenue of the federal government 
is deprived from indirect taxes, and in some of our leading com- 
monwealths not a little revenue is draAvn from similar sources. 
Taking public nwenues as a whoki in the United States, the 
balance* b('tw(‘(‘n dire^ct and indin'ct taxes is fairly well main- 
tained, and there is not mucli n(*ed or likelihood of any great 
alteration in their pr(‘S(*nt proi)ortions. 

Secondly, so far as tlu* land taxt^s are concerned, thci United 
States again has not much to learn from the recent development 
abroad. As we have seen, the. system of land taxation in the 
United States is superior to that found anywhere else. Whether 
by accident or as a result of economic conditions, it is based 
on the capital or selling valu(^ of the land, combined with the 
system of special assessments for particular improvements. 
Neither of these systems, as we have seen, is accepted — at all 
events, neither is developed in anything like the same degree — 
in England, in Germany or in Australasia, and the movement 
for the imposition of land taxes in those countries is, on the 
whole, nothing more than an attempt to reach the position 
that has long been occupied l)y the United States. It is possible 
that our American system may be supplemented, by a small 
tax on the so-called unearned increment; and it is also pos- 
sible that in certain portions of the country a partial or a 
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complete exemption of improvements from the land tax may 
be found desirable. But in many other portions of the country 
both of these projected changes will be found to be either 
unnecessary or undesirable. Thus in the main we may regard 
with equanimity the present situation of the taxation of land in 
the United States, as compared with that of the rest of the 
world. 

In the third place, so far as inhcrHance taxes are concerned, 
the United States is rapidly approaching the practice that is 
found abroad. In some of our more progressive American 
states this form of taxation has already been well developed; in 
others the movement is well under way, so that here also no 
especial lesson need be emphasized. 

It is on the two remaining points that the chief emphasis 
is to be laid. Income taxation in the United States is only in the 
very first stages of development. What has been successfully 
accomplished in England, in Germany and in Australasia, is, for 
the most part, only in the stage of discussion in the United 
States. A study of the recent reforms of taxation in the rest of 
the world cannot fail to compel the conclusion that the near 
future has in store for the United States some form of income 
taxation. 

Finally, and above all, we are led to the conclusion that for 
the next few decades in the United States tlie most pressing qu(‘s- 
tion is to be that of the relations of federal, state and local fi- 
nance. Scarcely a single problem connected with the more im- 
portant direct taxes can be attacked, with any hope of successful 
solution, without a consideration of these important relations. 
That England, Germany and Australasia should all of them be 
devoting so much attention to this series of questions is a 
significant sign of the times, and from the discussions carried 
on and conclusions arrived at in these and other foreign countries 
we may hope to gain some light as to the disposition to be made 
in the not distant future, of the income tax, the inheritance 
tax and the corporation tax in the United States. The economic 
forces which are making the whole world akin are everywhere in- 
fluencing taxation. With the increasing similarity in the con- 
ditions of economic life, it is not unreasonable to expect greater 
correspondence in the fiscal systems. 
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RECENT LITERATURE IN TAXATION 

In some respects the most significant fact of the recent de- 
velopment of economic thought is its grooving international 
character. Not only does the modern economist find it neces- 
sary to draw his facts from a wider field than that of his own 
country; but if he desires to keep abreast of the advances in the- 
ory he also finds it incumbent on him to read many languages 
and to note the movements in widely distant countries. In no 
domain is this more true than in the science of finance. In the 
following pages an attempt will be made to run hurriedly over 
the productions of the period from 1885 to 1900 and in a general 
way to outline their value to the English-speaking student. 

I. Germany 

There are two methods of writing economic works. One is 
essentially historical and descriptive, giving an account of the 
past and of the actual state of legislation and of methods, and 
attempting to draw therefrom a statement of the underlying 
principles; the other is primarily abstract and deductive, making 
little use of history and of facts, but endeavoring to reach con- 
clusions from well-defined principles. The modern German 
writers on the science of finance had for some time devoted 
themselves almost exclusively to the first method; but more 
recently a partial revulsion of feeling was indicated by the 
appearance of several works which attempted to avoid the exag- 
gerations of the extreme historical school, and to take refuge once 
again in purely theoretic discussion. For Germany, this was a 
salutary reaction, because of the comparative discredit into 
which pure theory had fallen. 

The Handbook of the Science of Finance by Professor Um- 
pfenbach ^ is, strictly speaking, not a new work. But as the 

' Lehrbiich der Finamwissenschaft. Von Dr. Karl Umpfenbach, o, b. 
Professor der Staatswissenschaften an der Universita,t Konigsberg. Zweite 
Auflage. Stuttgart, 1887. 
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first edition appeared well-nigh half a century ago, and as 
some notable additions have been made to the present volume, 
it may be discussed as practically a new publication. The first 
edition was published just before the current toward historical 
economi(‘.s had set in strongl^^; the second edition appeared just 
after the tide has bf'gun to ebb. There are hence almost no 
vestiges of the inductive treatment. In fact, the strong points 
of the work are the rigor of the theoretic discussions and tlu^ 
precision of the d(‘finitions. 

The general tone of the book is cons(Tvative. The author 
opposes the further industrial activity of the state, even in such 
domains as that of railroads; he has nothing but ridicule for 
the idea of the income tax in practical life; he d(H‘lares that the 
question of progression does not belong to tlu^ science of finance 
at all, because it involves communistic change's of i)roperty. 
These contentions are interesting as giving the work the charac- 
teristics of the cont(‘mporary French rather than of the modern 
German authorities. As a matter of fact, they exerted no in- 
fluence on German practice. 

A more important point in Umpfenbach’s book is method- 
ology. The common division of pul)lic revenues by French 
writers like I.eroy-Iieaulie'u is into domains, industrial under- 
takings and taxes, corresponding to Adam Smith's old division 
into revenue from public lands, from public stock mid from taxes. 
The German writers, on the other hand, early saw this division 
to be inadequate and, as we know, added another category, fees. 
The exact definition of fees, however, has always been a mooted 
point; and few writers agree exactly on the distinction between 
fees and taxes. Umpfenbach defines fees as special payments 
for the cost of a financial transaction, in so far as it is necessary 
for political purposes, and in so far as the expenses surpass those 
which it would be permissible to lay on the community as such." 
Passing over the minor infelicities of expression, we may say 
that at all events it conveys a precise meaning. 

Had Umpfenbach rested here, his book would have rendered 
a substantial service to the clearing up of ideas. But he adds 
to his three categories of fees, taxes and domains a fourth cate- 
gory of fiscal (or lucrative) prerogatives, which are defined as 
^^compulsorily reserved, exclusive rights of the state over speci- 
fied kinds of property rights." The foundation of this fourth 
category is to be found in the mediaeval regalia; but Umpfen- 
bach makes it now include such widely diverse revenues as 
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the poll tax, taxes on communication, on the transfer of prop- 
erty, on legacies and successions, revenue from treasure-trove, 
from mines, salt, tobacco, spirits and bank monopolies, and 
finally from licenses. He lays great emphasis on this divi- 
sion; in fact, it is the thread which runs through the whole work. 
But the only r(\sult of its adoption would be undue restriction 
of tlui fi(‘ld of taxation, and an increas('d confusion as to the 
exact nature of taxes. What he gains by the separation of fees 
from taxes, he loses by the separation of taxes from fiscal prerog- 
atives. Ilis rncdliodological explanation will not, on the whole, 
comnumd itsc'lf to students of finance. 

Much tiu‘ same class of (juestions is treated by Professor 
Neumann in his work entitled TaxationA Neumann is well 
known as one of the prominent modern writers on finance. His 
book on Die progresdve Eintccmmiensleuer remains one of the 
b(\st works on that knotty subject; and in that, as in all his 
(earlier writings, is to be found a rich fund of historical and 
statistical information. In this newer work, however, Neumann 
has undertaken to analyze in detail the nature of taxation. The 
first volume, the only one that has yet appeared, is introductory 
and to a grc'at extent methodological. The twelve' chapters 
tre'at mainly of feiur tojiics: classification of public revenues, 
feevs verfiiLs taxes, the jirinciple of public intenexst, and direct versus 
indirect taxers. In the discussion of these points the author 
shows great acuteness and dialectic skill; yet thren criticisms 
can be made. Tlie discussion is too minute, and often borelers 
on the wearisome; the style is anything but clear; and the con- 
edusions are not advanced with the necessary precision. 

After criticising the usual method of classification, Neumann 
d(‘fines fees as iiayments for special services of the state or the 
community, so far, but only so far, as the public interest is 
involved. This would include the tolls of roads, canals, railways 
and telegraphs, but would exclude the revenues from fiscal mo- 
nopolies. He devotes over two hundred pages to the discussion 
of public interest, and finally defines it, but in so characteristic 
a manner that it must be given in the original : — 

Oeffentliches Interesse im fobjectiven) engeren Sinne ist ein auf 
menschlichc Handlungen oder Werke beziigliclies Interesse von Zielen 

^ Die Steuer. Erster Band. Die Sieuer und das Offenlliche Interesse. 
Eine Untersuchung uber das If esm der Sieuer und die Gliederung der Staats^ 
uml Genwinde-Einnahmen. Von Fr. J. Neumann. Leipzig, 1887. 
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Oder Zwecken so grosser Bedeutung, dass um ihretwillen eine Auferle- 
gung von Opfern nach herrschender Annahme gerechtfertigt ist.’' 

In other words, two hundred pages are devoted to proving that 
a “public interest is an interest of such importance as to justify 
a sacrifice on the part of the individual.” This might surely 
have been shown in less than two hundred pages, and without 
the formidable array of proofs and counter-proofs, of exceptions 
and sub-exceptions, which fairly crowd the book and bewilder 
the reader. To be over-exact is often as great a mistake as to 
be superficial, for either excess is apt to result in confusion. 

Much better is his discussion of the four methods of classifying 
direct and indirect taxes. Neumann finally allies himself to 
Parieu^s method, making the distinction depend on the perma- 
nence or periodicity of the act. Other parts of the book also 
will prove suggestive, as, for instance, his discussion of the rela- 
tion between taxes and prices; but it might well have been boiled 
down to one-fifth of its present compass. Questions of metho- 
dology are not the all-absorbing ones. 

The same criticism can certainly not be urged in the case of 
the new volume of Wagner’s Science of Finance} The first 
volumes of this great work are familiar to all students. Wagner 
started out over three decades ago with the idea of publishing 
a new edition of Rau’s finance, but soon found his differences 
from Rau to be so great as to call for a new creation, instead of 
a new edition. The first two volumes of the work appeared years 
ago — the second in 1880. This third volume deals not with 
general theory, but with special questions in the history and 
practice of taxation. Unfortunately Wagner’s plan was so 
comprehensive, and his method so productive of repetition, as to 
make the completion of the work doubtful. In fact as it pro- 
gressed, Wagner entered into continually greater details which 
would have been in place only in a cyclopedia. The consequence 
is that it has taken him ten years to write the third volume, 
and that he has been able to discuss the present condition of 
French and English taxation only. Wagner himself seems to 
have tired of this minute method and now intimates that he can 

^ Finanzmssenschaft. Von Adolf Wagner. Dritter Theil: Spedelle 
Steuerkhre. — Uehersicht der Steuergeschichte imchiigerer Staaten und Zeitalter 
bis Ende des 18. Jahrhunderts. — Die Besieiierung des 19. Jahrhunderts, 
Einleitung: Briiische und franzdsische Besteuerung. Leipzig, 1889. The 
first part- of this, much enlarged, appeared in a second edition in 1910 under 
the table of Steuergeschichte vom Altertum his zur Gegenwart. 
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scarcely foresee the time when the work will be finished. This 
is the more to be regretted because the systems of France and of 
England have already been made familiar to us by other good 
publications, while the condition of the remaining countries, 
which he has not yet fully treated, is far from being equally 
well known. ^ It is to be hoped that the work will not be left a 
torso. The present volume requires no especial commentary 
beyond the statement that in all his details of the history and 
practice of taxation, as well as in his general summaries of the 
French and English systems, Wagner remains true to the idc^as 
advanced in the former volumes. He has continually in mind 
the demands of what he calls the socio-political principles — the 
principles whereby the government is looked up to as the regu- 
lator of the distribution of wealth, and taxation is regarded as 
an engine to redress inequalities of fortune. Much as we may 
dissent from the fundamental points of Wagner \s general posi- 
tion, it must be conceded that he has developed his doctrines 
with consummate keenness and phenomenal learning, and that 
his Science of Finance, even though incomplete, still stands at 
the head of financial literature for the suggestiveness of its views 
and the wealth of its contents. 

Professor Cohn^s Science of Finance ^ is constructed on an 
entirely different method. It forms the second volume of the 
general System of Political Economy, the opening volume of 
which w’as published several years before. After a general intro- 
duction on the nature and history of the science of finance, the 
first book treats of the essence of government economy or of the 
public household, dealing with public functions, public expendi- 
tures, the history and development of public revenue, and the 
budget. The second book discusses the principles, history and 
actual systems of taxation. The third book is devoted to a 
presentation of German taxation. Finally, a fourth book treats 
of public credit. 

The chief interest of the work lies in the first book and in the 
first chapter of the second book. The remainder of the volume 
is always interesting, as are all of Cohn’s writings, but it contains 

^ The fourth volume, devoted to the details of German taxation, ap- 
peared in two parts in 1899 and 1901. 

^System der FinanzivissenschafL Ein Lesehuch fur Stiidierende. Von 
Gustav Cohn, ord. Prof, der Staatswissenschaften an der Universitat Got- 
tingen. Stuttgart,, 1889. 

The Science of Finance, By Gustav Cohn. Translated by T. B. Veblen. 
Chicago, 1895. 
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nothing that can be called areal contribution to financial science. 
He is indeed, through his intimate acquaintance with Swiss 
financial methods, often enabled to illustrate certain principles 
more successfully than any of his predecessors, but in the main 
he follows the rather conservative lines of accepted views. The 
book on German taxation gives an excellent pictun^ of the pres- 
ent situation, but is omitted in the translation. The chapters 
on public credit contain an admirable historical survey, but in 
matter of principle do not afford anything which cannot be 
found at least equally well said in Professor Adams' work. 

It is otherwise with the discussion of the general princi- 
ples of finance; for Cohn's treatment of the various kinds of 
public contributions marks a distinct advance. His classi- 
fication of public revenues, although not completely satis- 
factory, is based upon an analysis of comparative private and 
public benefits, and is elucidated by some suggestive remarks. 
His description of the historical development of public econ- 
omy is clearer than that of Roscher, and traces the chief lines 
of development with a master- hand. His short discussion of the 
principles of local finance is especially welcome when compared 
to the laborious and confused chapters to be found in other 
treatises. 

Most striking is his treatment of the equities of taxation. 
Cohn shows that just as the accepted ideas of justice are a 
product of historical evolution, so the conception of just taxa- 
tion has assumed a different form in every stage of human 
progress. He gives a sketch of the different ideas that swayed 
the public mind at various epochs, and then devotes himself 
in particular to a consideration of progressive taxation. The 
result of the discussion is the adoption of the principle of pro- 
gression, not for Wagner's socio-political reasons, but simply 
because under modern conditions proportional taxation no 
longer corresponds to taxable capacity. Cohn seeks to define 
and to limit the principles of progression, and in connection with 
this gives a good history of the doctrine of the ^'minimum of 
subsistence." 

Weak points are not lacking as, for instance, in his dis- 
cussion of the incidence of taxation. Here, as in many other 
places, Cohn conceals the difficulties of the problem by the 
brilliancy of his style. As this brilliancy is entirely absent 
in the translation, the work has by no means received so favor- 
able a reception in its English dress jis it did in the original. It 
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will have served our purpose, however, to call attention to the 
points in which Cohn^s book marks an advance on its prede- 
cessors. Wagner, Roscher and Cohn supplement one another. 
Wagner is more radical and audacious in his suggestions and 
illustrates his theories by a wealth of statistical material; 
Roscher is weak in theory but strong in history; Cohn seeks 
to keep the golden mean. Cohn's Finance is superior to all 
others in two respects, — in clearness of style and in philosophic 
breadth of view. We welcome this new accession to economic 
literature as one of the most important works of the decade, but 
very much fear that it will help the American student to only 
a slight extent. 

A more recent text-book is by Dr. Vocke. As this is, however, 
in some respects simply the elaboration of an earlier work, 
we shall devote a few words to its predecessor. In this former 
work, entitled Contributions j Imposts and Taxes Dr. Vocke 
treats the subject in a somewhat peculiar way. After having 
won his spurs after half a century ago by his History of 
English Taxation^ at that time the most meritorious work on 
the topic, the venerable doctor here attempts to find the moral 
basis and relative justification of the various taxes. The prob- 
lem whic.h he sets out to solve is that of the exact difference be- 
tween direct and indirect taxation; and the conclusion to whi(‘h 
he comes is at all events novel. In an introductory book he 
traces the literary doctrine of the basis of taxation in general, 
and divides the authors into three schools: the representatives 
of the contract or protection doctrine, including most of the 
earlier English and French works; the group which emphasizes 
the sovereign nature of tlie state and the duties of the subject, 
])ut without any deeper historical insight; and finally the socio- 
political writers, who like Held, Schaffle and Wagner, attribute 
to the state a compensatory duty in taxing away inequalities of 
fortune. Vocke strongly objects to the latter as involving 
a dangerous socialistic tendency, and asserts that such consider- 
ations do not at all appertain to the science of finance. Neither 
an these schools, however, nor in the works of the “independent" 
writers, like Neumann, Stein and Roscher, does he find an answer 
to the great question: What is the ethical basis of direct, as 
compared with indirect, taxation? 

' Die Ahgahen, Aujlagen und die SteueVy vom Standpunkte der Geschichte 
und der SiUlichkeiL Von Dr. Wilhelm Vocke, geheimer Oberrcchnungsrat. 
Stuttgart, 1887. 
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An answer, he thinks, is possible only through a study of his- 
torical development. With characteristic German thoroughness, 
but with what seems unnecessary detail, Vocke begins with 
a psychological analysis of the individual and traces tlie evolu- 
tion of his economic condition and qualities through the family 
and tribe to the state. In the patriarchal stage, as in the family, 
the contributions of the individual to the support of the wliole 
are compulsory, universal and proportional to property. In 
the feudal state the contributions of the vassal take the shape 
of personal services and of payments in kind, afterwards con- 
verted into money payments. Then begin the customs and 
duties, the fees and tolls, the excises or evil duties {mala tolat)y 
all of which rest primarily upon power— upon the imperious 
necessities of the overlord. The legal basis is the princely 
prerogative, the imperiiwi; in other words, naked force. Quite 
different from these veritable impositions are the taxes proper. 
Beginning as the trinoda 7iecesdtasy aids and contributions, they 
soon develop into poll, property, and finally into profit taxes. 
These taxes, properly so called, rest on volunt ary contributions, 
not on mere force; they are universal, not special; their standard 
is personal ability, not mere expediency. In the tax there is a 
moral quality, in the customs and excises there is none. 

This is the keynote of Vocke's book. The tax proper in 
its historical genesis is the direct tax, and connotes certain 
ethical ideas; the indirect taxes are properly not taxes at all, 
but imposts, and carry with them no moral implication. He 
makes a careful study of the development of indirect taxation 
in the next political form — the absolute monarchy; and he 
shows how and why the basis of direct taxation was changed 
from property to product. The remaining two-thirds of the 
work are devoted to a consideration of taxation in the actual 
or constitutional state. He concludes that the correct point 
of view has been won, and that future reform must proceed in 
the path of elaborating the direct taxes and of curtailing the 
indirect taxes. 

Vocke^s book may be termed a study in the philosophy of 
taxation. It contains no figures, and but few facts. The 
author^s contention as to indirect taxation may be met by 
the reflection that justice cannot be the sole maxim of taxa- 
tion; for the chief practical consideration is to balance the 
budget, and some taxes which are techniv.ally just may be 
practically unremunerative and therefore unserviceable. More- 
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over, Voeke fails to perceive that there are various kinds of 
indirect taxes, and that many of the imperfections of the older 
systems are removable. Yet, on the whole, he will serve as a 
useful antidote to such flimsy thinkers as McCulloch, who ex- 
erted so considerable an influence on English views on taxation. 

In his later book entitled The Elements of the Science of Ft- 
nancef which constitutes the second volume of Frankenstein’s 
Hand- und Lehrbuch der Staatsvnssenschaften, Dr. Vocke de- 
vot(‘s himself to the discussion of general principles. It is a 
rc'lief, after the huge and many-volumed German works on 
the subject, to find the science here treated as a whole and in 
so compact a form. In other respeCs, also, Dr. Vocke’s work 
differs from most of its German predecessors. It contains 
almost no references to literature and it is written in a style 
calculated to interest the average layman. But to those ac- 
quainted with the work just discussed, tlie present volume will 
not bring much that is new. 

Here, as before, he looks upon financial history simply as 
the medium of bringing out more and more clearly with every 
generation the idea of faculty. Here, as before, he confines the 
term tax to direct taxation and eliminates from the w^hole field 
of compulsory revenue the so-called VerbrauchsauJIagen, or 
indirect taxes on consumption. His whole classification of 
revenues is very confusing. On the one hand he puts the private 
economic revenues, by which he understands those from the 
public domain and from the prerogatives as well as from in- 
dustrial undertakings; on the other hand he puts the compulsory 
revenues, divided into fees, payments for transactions (Verkehrs- 
abgaben) and taxes. Between these he puts iinother category, 
the so-called “mixed” revenues, which he again divides oddly 
enough into economic monopolies, fiscal monopolies and im- 
posts {V crbranchsauflagen) . It will be seen how unmodern 
this is, and how little Dr. Vocke has profited by recent dis- 
cussion both at home and abroad. 

At the same time, in his treatment of taxation we find many 
good points, such as his examination of the place where a tax 
'ought to be paid, involving some of the difficult questions of 
double taxation. A valuable feature of the book is the dis- 
cussion of the norm of taxation and the measure of faculty, 
in which he treats successively of property, product and income. 

' Die Grundzuge der FinanzynssenschafL VoE Dr. Wilhelm Vocke. 
Leipzig, 1894. 
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Undue stress seems to be laid on the second of these, although 
the author cleverly exposes some of the exaggerations of his 
predecessors. Most of the book is of interest chiefly to Germans; 
but as there iire certain broad traits of industrial developments 
common to all countries, students of American and English 
finance will find in Dr. Vocke's volume many hints which can be 
fruitfully apx^lied to conditions at home. The bibliography, 
especially as regards foreign literature, is weak. The book can, 
nevertheless, be recommended, with important reservations, to 
advanced students. 

We come finally to the two volumes by the distinguished 
South German statesman and scholar, Dr. Schaffle, known to 
all students of fiscal problems since the appearance in 1880 
of his important work on Die Grundadtze der SteuerpolitikA 
Of his other contributions to social and political science it is 
not necessary to speak, further than to say that in many fields 
of scientific as well as of political activity he must be classed 
among the foremost writers and administrators on the Euro- 
pean continent. His two latest volumes quite maintain his 
great reputation: they are exact, incisive, clear and up to date; 
and for the advanced student they present many points of 
view worthy of consideration. Yet, when the works are care- 
fully analyzed, it will be found that most of the fundamental 
ideas are already contained, although, of course, in less system- 
atic form, in the earlier work of 1880; and, to the average 
Anglo-Saxon reader, the disadvantages of the scheme of de- 
voting two large volumes to the general and the special part 
of taxation will be more apparent than the advantages. The 
Germans love to be grundlich” at all costs, and to devote 
a great deal of space in their scientific treatises to what im- 
presses the practical man as savoring a little of metaphysics; 
and this we see especially in the general part of Dr. Schdffle's 
work. Another weakness of the work is inseparable from 
the method of treatment. The second volume, or special part, 
really depends, in many of the chief divisions, upon the dis- 
cussion of the more fundamental problems in the first part. 
As a consequence we have a large amount of repetition. Most 

^ Dr. Albert Schaffle, Die Steuem: Allgemeiner Theil. {Hand- und Lehr- 
buck der Staatsvnssenschaften. II. Ahtheilung: Finanzvrissenschaft. 2. Band.) 
Leipzig, 1895; Die Steuern: Besonderer Theil. Von Dr. Albert Schaffle 
(Hand- und Lehrhuch der Staatsmssenschaften. II. Ahtheilung: Finanz- 
wisaemchaft. 3. Band.) Leipzig, 1897. 
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readers will therefore find the second volume, which con- 
tains in compressed form no inconsiderable portion of the first 
volume, at once more interesting and more valuable. 

In the second volume the most important discussion is that 
of the classification of taxes, for upon this depends much of 
the distinctive value of the author's treatment. Dr. Schaffle 
divides taxes into direct and indirect; but he takes strong 
exception to the commonly accepted theory that it is only the 
direct taxes which correspond to the ^‘faculty" of tlu' individual. 
According to him the indirect taxes accom})lish the same result, 
but in a different way. The direct taxes are intended, in his 
opinion, to reach the general or average taxable capacity of 
the individual, while the indirect taxes are intended to reach 
the '‘actual'^ or “special" or “individualized" ability. He 
is able to reach this conclusion, however, only by counting 
among the indirect taxes, in addition to the ordinary taxes on 
commodities and exchange, what he calls the Bereicheryrujs- 
steuern, including the taxes on inheritances, on unearned in- 
crement and on lotteries, as well as some others not usually 
put into that- category, like sumptuary taxes or so-called dire(*t 
expenditure taxes. His whole discussion of indirect taxation 
thus becomes highly artificial, and by this arbitrary classifica- 
tion losers much of its merit. It is not likely that English or 
American writers will adopt his classification. 

In the general discussion of principles Dr. Schaffle is quite 
up to date. He lays stress, for instance, on the modern problems 
connected with double taxation and with the treatment of 
corporations. To Germans the books will be of value because 
of the special importance attached to Swiss and American 
experience. For the average American reader there is still a 
great deal that is only of very secondary interest; but the ad- 
vanced student will find in almost every chapter of the two 
works some food for thought. They are distinctly able works 
of an able man. 


II. France 

After the volume of McCulloch, published in 1853, no Eng- 
lish work on the principles of taxation appeared for forty years. 
English and American readers were compelh'd to depend on 
German and French treatises; and, from greater familiarity 
with the language, more commonly on the latter. But since 
it has been, until recently, an unfortunate habit of many French 
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writers on finance to discuss their topics in happy disregard of 
the newest thought in other countries, it follows that even their 
most approved works on tjxxation give the reader only the 
French view, not the wider scientific or comparative view. This 
reproach to French literature has now been removed by the 
admirable work of Professor Denis, who is, however, not a 
Frenchman, but a Belgian. 

Professor Denis made his reputation as an authority on 
finance some years ago with the valuable report to the city 
council of Brussels on the income tax, aftcTwards reprinted 
as a bulky volume. He thereupon gave courses of k'ctures 
on finance, which were subsequently published in book form 
under the general title Taxation} The present volume gives 
the ground covered in 1886-87; a succeeding volume was to 
continue the subject so as to include the whole field of taxation, 
but never appeared. 

The fact that these are published lectures contributes to the 
value, as well as somewhat to the shortcomings, of the book. 
The style is simple and clear, and the arrangement is logical 
and sharply defined; but on the other hand the lecture form 
has made it impracticable to give authorities for the facts and 
opinions quoted, except by a short bibliography at the close 
of each chapter. Furthermore, the ck'tails of the argument 
have not been pursued with such care as would be demanded 
in a work constructed on other principles. Many of the finer 
points, including some that are of permanent practical impor- 
tance in other countries, receive no attention at all. The history 
and facts of taxation, again, are given only in a very fragmentary 
way. With all these qualifications, however, the book of M. 
Denis may be regarded as one of the most valuable works on tax- 
ation hitherto published. Its chief claim to recognition is not so 
much the views of the author, as the calm and unbiassed con- 
sideration of the doctrines of all his predecessors. The funda- 
mental vice of many writers is the fissumption that the views 
expressed by them are new; for ignorance of economic and 
financial literature is scarcely less common than ignorance of 
economic and financial facts. 

Professor Denis, considering the science of finance as a sub- 

* UImpdt. Lemons donn^es aux cours publics de la ville dc Bruxelles. 
Par H. Denis, Professeur d TUniversit^. Premi^sre S^rie. Bruxelles, 1889. 
[Accompagn6 d’un] Atlas de etatistique comparSe , — Large folio, 25 
plates. 
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ordinate division of sociology, and as distinct from political 
economy although having many points in connection with it, 
attempts to lay down the laws of the relations of these sciences. 
The greater part of the book is devoted to a discussion of the 
problems of justice, and to a consideration of the various di- 
rect taxes. On many of the important questions, such as pro- 
gression, minimum of subsistence, incidence, the basis of taxa- 
tion, etc.^ readers who have been confined to French and to 
older English works will find a wealth of new ideas and a mass 
of interesting facts. Of course no work written by a European, 
or at all events by a continental, scholar can be expected to 
tr(‘at primarily of those questions which most interest and affect 
Americans; but if there is any science at all in finance, such 
works as this must be deemed of the greatest importance to 
Americans and Europeans alike. Some minor mistakes might 
be noted; as the statement that the idea of the differentiation 
of iho income tax is to be ascribed to a German source. In 
reality the theor}^ can be dated back to the bc^ginning of the cen- 
tury in England, and it has been fully discussed in parliamentary 
reports and in scientific essays for many decades. But such 
smaller ])oints must be overlooked in a consideration of the 
gcmeral tone and value of the book. The usefulness of the 
work is greatly increased by the accompanying volume of 
graphic tables. 

France has of late been devoting more attention to practice 
than to theory. Sin(;e the standard work of Leroy-Beaulieu, 
pu})lished in the middle of the seventies, there are down to the 
end of the century very few books to be mentioned of wider 
sci(‘ntific interest, if we except the brilliant little sketch by L6on 
Say published during the eighties. But France also has had her 
practical diflSculties to meet, and it is to these practical ques- 
tions that most of the recent writers have addressed them- 
selves. 

In France the discontent is of long standing. Almost every 
author for the last twenty years has been calling attention to 
the lack of system and to the glaring inequalities in the present 
practice of taxation. Ever since the war of 1870 repeated efforts 
have been made to supplement the direct taxes and to rid the 
country of some of the burdensome indirect taxes by the crea- 
tion of an income tax; and the advantages of such a policy had 
been hotly discussed by both sides. In 1887 the strife was 
renewed owing to the proposition of Dr. Koenig, whose m^moire 
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on A New Income Tax ^ was considered so important that the 
project recommended in its pages wiis adopted by M. Dauphin, 
then minister of finance, and was introduced as a government 
measure. 

Dr. Koenig holds that the imposition of an income tax assessed 
on the declared income of individuals is practically impossible 
in France. He finds that the experience of England and Ger- 
many all point to the same result — evasion has become a system, 
deceit the rule. A far better method appears to him to be to 
calculate the income by some outward sign, such as the house 
rent. The contnbution personnelle et mobiliere is already based 
on this principle which Dr. Koenig proposes to develop. It is a 
well-known fact that the lower w^e go in the social scale the 
higher is the proportion that house rent bears to total expenses 
or to income. Rent is an increasing element of expense in propor- 
tion as expenses decrease; the poor spend relatively far more 
than the rich. Dr. Koenig suggests a progressive rate of taxa- 
tion assessed on the house rent, maintaining that this progres- 
sive rate will counterbalance the decreasing proportion that 
rent bears to expense. The plan is skilfully worked out; but, in 
common with all plans of taxing expense, it has one defect. 
What a man spends is no sure criterion of his income, or of his 
ability; and the higher you go, the more uncertain docs the cri- 
terion become. The objection to the prevalent PTench system 
is that the wealthy escape their share of taxation; but a tax on 
expense, even at a progressive rate, while undoubtedly a step in 
advance, would not completely remove the objection. Dr. 
Koenig^s plan has indeed the merit of doing away with all in- 
quisitorial difficulties and of attaching itself to existing condi- 
tions; but it is at best a half-hearted measure, a mere temporiz- 
ing expedient to be thrown as a sop to the radicals. It did not 
satisfy them, and the bill was finally killed in the legislature. 
The work is, ncverthele.ss, interesting and contains much valu- 
able information. The allusions to America are not always 
felicitous. 

M. Guyot, in his work on The Income TaXj^ sets himself a 
different task. The critics of the French system of taxation 

* Un nouvel Impdt sur le Revenu, M^moirc qui a inspire le projet du 
gouvernemerit relatif d la r^forme de la contribution personnelle mobili^^re. 
Par Dr. Gustave Koenig. Paris, 1887. 

^ V Impdt sur le revenu: rapport fait au nom de la commission du budget. 
Par Yves Guyot. Paris, 1887. 
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have always contended that personal property is unduly ex- 
empted. M. Guyot was requested by official authority to inves- 
tigate their propositions for an income or for a general property 
tax; and his book furnishes a noteworthy addition to the studies 
previously made by Menier, Denis and Chailley. The report is 
one of description rather than of analysis, and the various parts 
are of quite unequal value. The account of the English income 
tax is neither detailed nor satisfactory. Attention, however, is 
called to the familiar fact that the English system is not a tax 
on general income, but on product, and that with the exception 
of schedule D (income from commercial pursuits, etc.) it may 
well be compared with the conirihution fond ere and the contribu- 
tion personnelle et mobiliere of France. The description of Ameri- 
can taxation is exceedingly inadequate, and that of the German 
system is not much better. On the other hand, the working 
of the Italian law of 1877 taxing the income of movable prop- 
erty is fully explained; and a good chapter is devoted to the 
income and property taxes of the Swiss cantons. 

M. Guyot is not a partisan of the income tax; he advances 
the common argument of the inquisitorial character of the tax, 
and discusses rather superficially the question of progression. 
The history of the various projects from 1848 onward is, how- 
ever, well written and interesting. He thinks that France 
committed a grave mistake after the Prussian war in increasing 
the indirect taxes. He leans toward a general property tax, 
like that advocated by Menier; and in discussing the objection 
that the valuation is attended with gre.at difficulties, he says: 

La pratique des Etats-Unis et de la Suisse r6pond encore i cette 
objection.^^ It is to ])e feared that this rosy view is caused by 
ignorance of American methods and results. His error shows 
the extreme danger of general analogies, and tends to make 
one sceptical as to M. Guyot’s other propositions. 

The practical outcome of the report is a proposal to reform the 
property taxes. The land tax, as imposed in 1790, is an ap- 
portioned tax. As a consequence, as early as 1821 the division 
^between the departments and the communes was so unequal 
that in some cases the tax amounted to one-sixth, in others to 
only one-seventeenth, of the rent or produce. A general valua- 
tion or cadastre was begun in 1808 but was not finished until 
1851; and in the meantime the valuation has again greatly 
changed so that at present the amount of tax paid varies from 
one to twenty per cent of the rent. As an escape from this cry- 
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ing inequality, Guyot demands its conversion into a percentage 
tax, in order that each plot may bear its proportionate burdcm. 
He would, moreover, have the tax levied on capital value, ratlier 
than on rent or annual value. A similar reform is suggested for 
the tax on personal property (la contrihidion personelle et mobi- 
Here), which since 1832 has been apportioned. These changes, 
together with an abolition of the duties on the transfer of land, 
amounting at present to ten per cent of the value, would in his 
opinion result in a far more equable and remunerative fiscal 
system, and would serve as an introduction to still greater and 
more important reforms. The student of comparative taxation 
will find in the volume many useful hints. 

In a widely read work on Financial Reform ^ another remedy 
is proposed. The title is somewhat misleading, as M. Raynaud 
is the member of the society for financial reform who offered 
the prize, while M. Lorrain is the author of the essay which 
took the prize. M. Lorrain's plan, based on taxation of expense, 
is very simple. He would have the governmeni abolish all 
existing taxes except the import and succession duties. In their 
stead the government would defray all its expenses througli the 
issue of circulating notes payable in three years. Tliese notes 
{hons du tresor) while outstanding, would be subjected to a tax 
of ten centimes per day for every hundred francs, tlie tax being 
paid by the holder, who affixes stamps for the requisite amount 
to the notes. The idea is that the notes are to form the sole 
circulating medium (with the exception noted below) ; and that, 
since every one must use them, every one will pay a tax in pro- 
portion to his expense. To provide for the exigencies of trade, 
all checks, drafts, bills of exchange, etc,, are subjected to a 
like tax. No note is to be issued under one hundred francs, 
so that the poor, who will continue to use small silver change, 
will be practically exempt. The sale of the stamps will defray 
all public expenses. 

Were it not that this fantastic idea received the prize of two 
thousand francs, and that the society for financial reform circu- 
lated it extensively, it would not deserve notice here. Its absurd- 
ity is apparent. As a currency scheme it approaches danger- 
ously near to the fiat-money craze; for the government will have 
no check on its extravagance, and the notes, like the assignats 

^ Les R^ormes Fiscales. RSvolvtion pacifique par Vimpdt sur les revenus. 
Syst^me de M. Jacques Lorrain, premier laur^at, etc. Par A. Raynaud, 
avec une preface dAugustin Gallopin. Paris, 1888, 
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of old, must inevitably depreciate. As a tax scheme it is fla- 
grantly inequitable, for the tax will be paid, not by the consumer, 
as is claimed, but l^y the debtor, whether he be producer or 
consumer. Even if paid by the consumer, it would be, like most 
taxes on consumption, regressive, or as the French say, pr ogres- 
sif d rebours. Finally, it would fall harder on the working classes 
than on all others, because it would bring about compulsory pur- 
chases of commodities in order to get rid of the notes as soon as 
possible. To call such a tax Vimpdt sur les revenus is a crass mis- 
nomer. 

It would, however, lead us too far afield to pursue the study 
of practical tax reform in France. What primarily interests 
us here is the general scientific work in taxation; and with two 
exceptions the last decade of the century has little to show. The 
book of Professor Worms, on The Science of Finance,^ is a 
smoothly written discussion of some general questions. The 
author displays familiarity with the older German literature; 
but, as he himself states, desires to give only an elementary ac- 
count of some of the fundamental problems. He is on the whole 
very fair; but the book is not clear-cut, and is not apt to exert a 
considerable influence outside of France. 

A distinctly abler work is that of M. Stourm who has long 
been favorably known as the author of an excellent book on the 
Budget^ as well as of the classic study on the Finances of the old 
Regime and the Revolution, It was natural, therefore, to expect 
that his new book on General Systems of Taxation ^ would be an 
important contribution to science. As a matter of fact, the 
work proves to be in some respects disappointing. 

As in all the writings of M. Stourm, the reader will indeed 
find a simplicity and clearness that leave nothing to be desired. 
But some readers will question whether the simplicity is not 
in this case, at least, to some extent purchased at the cost of 
thoroughness. To the student who knows anything of the com- 
plexities of many of the problems, the sang-froid with which 
whole classes of arguments are either absolutely ignored or coolly 
brushed aside is surprising. M. Stourm is a conservative; but 
that he should treat the arguments of his opponents so cavalierly 

' Doctrine^ histoirej pratique et riforme financihre ou expose ilhnen- 
taire et critique de la science des finances. Par Emile Worms, Professeur 
d la Faculty de Rennes. Paris, 1891. 

2 Systhmes gSn^aux dHmpdts, Par R6n4 Stourm, ancien inspecteur des 
finances, Paris, 1893. 
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is disheartening. The book has many admirable points; it brings 
clearly })efore us the real problems of French taxation, it alx)unds 
in felicitous illustrations, and it has some excellent criticism of 
certain French projects. Its chief defect is its insularity. Al- 
though it abounds in references to French works, only a single 
foreign author on finance is mentioned later than John Stuart 
Mill, and that one, an American, in a wrong connection and 
with a mutilated title. Not a word is said about the contribu- 
tions to theory made by the Germans, the Italians, the Dutch 
and others, during the past ten or twenty years. Even as to the 
practical discussions, we find with a few exceptions little that 
has not alrciady been said, although perhaps not with the same 
grace and skill, in other works. It may be alleged in extenuation 
that the book was meant to explain the French system of taxa- 
tion ; but there is nothing in the title to suggest this, and even 
in a discussion of the French system more regard should have 
been paid to general theory. The book also contains some errors 
of fact. The system of direct taxation in America is mentioned 
as a warning example of the mixed system, or combination 
of the income tax with the property tax; while the general prop- 
erty tax, or ^^impot aur le capital'^ is said never to have existed 
alone anywhere. The work is in a measure redeemed by a 
vivacity of treatment and a charm of style, unusual even among 
Frenchmen. Were it as erudite and profound as it is attrac- 
tive, it would rank with the most remarkable books of the 
decade. 

The latest work ^ of the indefatigable French publicist, Four- 
nier de Flaix, although in two volumes, is only the first instal- 
ment of what promised to be a stupendous investigation, if it was 
ever completed. As a matter of fact the work remained a torso. 
To write the history of taxation throughout the world is not an 
easy task. To do it adequately, one would need to be not only a 
polyglot, but also an archaeologist of no mean distinction. To 
depend upon secondary materials, as does our author, is not 
always completely satisfactory. 

M. de Flaix’s work is divided into four parts. The first treats 
of the ancient Oriental civilizations, from Chaldea and Babylon 
to Egypt and China; the second, of Greece; the third, of Rome; 
and the fourth, of the feudal epoch in France and the other 
European states. These four parts occupy very unequal 

^ U I mpdt dans les diver ses citrilisations. Par. E. Fournier de Flaix. Pre- 
mise S6rie. Paris, 1897. — 2 vols. 



RECENT LITERATURE IN TAXATION 


561 


spaces: two hundred and fifty pages are devoted to the Orient 
and antiquity, and the remaining five hundred and fifty pages 
to the middle ages. Even thus, however, there is a great deal 
of padding. When the author, for instance, speaks of the Slavs, 
he devotes over twenty pages to their origin and historical devel- 
opment and to an account of some of their economic institutions. 
All of this may be very interesting, but has little or nothing to 
do with taxation. What is noted of the Slavs is more or less true 
of the other peoples. It must also be observc'd that most of the 
space is devoted to that period of taxation with which we are 
the most familiar — that is, mediseval taxation, English and 
Continental. This field has been well worked, and it seems 
unnecessary to go over it again so much in detail. Nevertheless, 
some of his a'percun are very striking, as when he sums up the 
change from Roman to mediaeval traditions, in the sentence: 
^‘L’impot devint un droit de propri6t6 pour les uns et une 
servitude pour les autres.^' 

The chief criticism to be urged is that the author, while 
saying a great deal about economic and political conditions, 
generally fails to grasp the real connection })etwecn economics 
and finance or to call attention to those particular economic 
institutions which conditioned the fiscal development. Such 
statements as that th(‘, Arab is on the whole refractory to the 
notion of “taxes consented to and voluntarily paid" (p. 494), 
shows that M. de Flaix sometimes describes as national char- 
acteristics what are nothing more nf)r less than the inevitable 
accompaniments of certain stages of economic progress. 

The two volumes of M. de Flaix cover a great deal of inter- 
esting and valuable ground; but, with comparatively few ex- 
ceptions, they contain little that is not to be found elsewhere; 
and much of the information that they do contain is not put 
into its proper perspective. For those, however, who wish to 
have a convenient epitome of the earlier fiscal systems and a 
good general account of feudal finance the book may be com- 
mended. 


* III. Italy f Holland and Spain 

In some respects the best work on certain lines of public 
finance toward the end of the nineteenth century was done by 
the two nations with whose literature we are less familiar, — the 
Italians and the Dutch. It is worth while to call attention to a 
few of their late books on general theory. 
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The Italians have always been remarkable for the avidity 
with which they have seized upon and attempted to assimilate 
foreign theories; and so it is with the application of the more 
recent doctrines of value to fiscal problems. Professor Ricca- 
Salerno's Science of Finance ^ is only a compendium, but it is 
noteworthy for its clear and succinct discussion of fundamental 
problems. It deals very little with facts, and never with details, 
Init attempts to lay down guiding principles. It is in many 
respects more difficult to write a small work than a large one, 
and Ricca-Salerno might easily, had he so chosen, have expandc'd 
his volume; for his previous elaborate Avorks on the History of 
Fiscal Doctrines in Italy and the Theory of Public Debts show 
that he is fully acquainted with all the literature of the subject. 
In this little work he discusses first what he considers to be the 
three principal doctrines of public finance, — the theories of 
consumption, exchange and production. Many of his observa- 
tions are acute, but his criticisms as well as his conclusions are 
based chiefly on those of Sjix. He treats of the doctrin(^s of 
benefit and of faculty in matters of public revenue; but like 
most of the continental WTiters he distinguishes only between 
fees and taxes. Ricca-Salerno^s attempt always to find the 
golden mean sometimes brings him into difficulties, as in the 
case of progressive taxation, which he says is not at all a matter 
of theory, but of practice. The doctrine of incidence is passed 
over a little too summarily, but the results of recent studies 
are shown in the application of the marginal utility theory to 
fiscal problems. On the whole the work is important, not only 
because of these newer views, but also on account of the emi- 
nently lucid presentation, in small compass, of the basic doc- 
trines. 

Not only Ricca-Salerno but other writers, young and old, 
have started out in their discussion from a consideration of 
the more recent theories of value. Professor Viti de Marco, 
in his Theoretical Character of Financial Economy endeavors 
to point out the resemblances and the differences between 
finance and economics, criticising the prevalent distinction 
between science and art, and pointing out the real nature of 
natural law in finance. In a more acute work on The Scientific 

^ Scimza delle Finanze. Di Gituseppe Ricca-Salerno. Florence, 
1888. 

^ II CarcUtere Teoretico deW Economia Finanziaria, Di A. de Viti de 
Marco. Roma, 1888. 
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Data of Public Finance ^ Mazzola attempts to state the general 
characteristics of finance as a social phenomenon. He not only 
deals with questions of method, but devotes himself especially 
to the economic basis of taxation, taking issue in several points 
with Sax. His work, full of dialectic and of keen reasoning, is 
only for the most advanced student. It is, however, question- 
able whether any attempt to explain taxation solely as a form of 
value can ever succeed. 

Professor Zorli goes a step further. Starting out with two 
works on Fiscal Systems^ and on the Italian Law of Taxation 
he soon found it necessary to get a theoretical basis for his con- 
(dusions. This he sought in his Science of Taxation^ He tells 
us that neither the ^^concrete-abstract” method nor the his- 
torical method alone can solve the problems. For the science 
of taxation he claims a complete autonomy as the most impor- 
tant part of finance, but would include thereunder also the sub- 
ject of fees. His classification of public revenues, incidentally re- 
marked, displays some acute criticism of his German and 
Austrian pred(‘cessors, but is not wholly satisfactory. In the 
chapter on the causes of taxation, Zorli discusses at some length 
the views of Sax, and while conceding that subjective value 
and final utility play a considerable role in the interpretation 
of ac^tual tax systems, he points out that they do not form the 
sole or even the most important explanation. The final chapter 
on the ('ffects of taxation is based largely on the work of Cournot. 
In a still later book entitled the Psychological Theory of Public 
Finance^'' he develops his own ideas a little more fully. His 
contention is that just as value and utility depend upon certain 
ps3^chological procc'sses, so taxation which deals with public 
value must be studied from the same point of view. In his 
chapter on the psychological basis, he discusses the Austrian 
school; in the succeeding chapter on the relations of political 
and economic sentiment to public finance, he develops the 
suggestive idea of Loria. But his whole treatment remains, 
so to say, up in the clouds, and it is often difficult to see the 
application to practical problems. Finally, Professor Conig- 

' I Dnti Sdenlifici della Finanza Pvhhlica. Di Ugo Mazzola. Roma, 1890. 

^ Sislemi Finanziari. Di Alberto Zorli. Bologna, 1885. 

* II Diritto Trihutario Italiano. Di Alberto Zorli, Bologna, 1887. 

* La Sciema dei Trihvii in rapporto alle Recenti Teorie Economiche. Di 
Alberto Zorli. Bologna, 1890. 

Teoria Psicologica della Finanza Pvbhlica, Di Alberto Zorli. Bologna, 
1890. 
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liani, in his General Theory of the Effects of Taxation,'^ gives 
a very abstract ciiscussion of taxation regarded simply as an 
addition to the cost of production. He deals with the most 
fundamental problems; but the effort is a little too much for him, 
and the treatment of so far-reaching a set of questions is far 
from satisfactory. All these Italian works, however, show the 
undoubted impulse given by the modern doctrines of value 
and utility to the investigation of fiscal theory. 

Somewhat similar is the impression made by the recent 
Dutch works. The writers of Holland are not so well known as 
they deserve to be. The contest between the schools, that has 
agitated German}^ and Italy and has spread to England and 
America, has never affected Holland. The Dutch writers have 
pursued in harmony the even tenor of their way, accepting what 
was best in both schools, and developing on independent lines. 
This harmony is in great part due to the leader of the Dutch 
economists, N. G. Pierson, who from the very outset, ac- 
cepted Jevons^ theories. In fact, the marginal-utility theory 
of value had been accepted and developed in many of its 
applications in Holland years before the so-called Austrian 
school made itself talked of. On the other hand, Holland 
has not been lacking in those who have devoted themselves 
especially to the historical and statistical side of economics, 
without thinking, however, that they possessed all the truth. 
The science of finance was treated at a somewhat later stage 
of Dutch development, but wdth equal success. 

One of the most recent treatises is Cort van der Linden^s 
Text-book of Finance which deals in this volume only with 
taxation. After a general discussion of the nature and impor- 
tance of public revenues, the author treats of the three divisions 
of taxation, as based respectively on the legal, the economic 
and the fiscal principles. The legal principles are those of equal- 
ity of what he calls social policy, and of universality. The 
economic principles deal with the pressure and the shifting of 
taxation. The fiscal principles are those of adequacy, fixity, 
elasticity and innocuity or the least possible detriment to pro- 
duction and exchange. This division is perhaps not unexcep- 

' Teoria Generate degli Effetti Economici delle Imposte, Saggio di Eco- 
nomia Pura. Del Dottor Carlo A, Conigliani. Milano, 1890. 

2 Leerboek der Financien. De Theorie der Belast ingen. Door P. W. A. 
Cort van der Linden. Hoogleeraar aan de Faculteit der Rechtsgeleerdheid 
de Groningen. The Hague, 1887. 
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tionable. An important part of the work is devoted to the ad- 
ministrative side of the public finance, such as the methods of 
payment, of control, of remedies and of penalties. This includes 
both an historical and a comparative discussion, and attempts to 
draw some general conclusions. The author divides taxes into 
tliose on product (ontvangstbelastingen) ^ on expense, on exchange 
and on income; and he compares the systems in England, Ger- 
many, France and Holland. While not making any noteworthy 
contribution to theory, van der Linden’s work is welcome as 
extending our material for a comparative science of finance. 

A more important treatise is Pierson’s Handbook of Politi- 
cal Economy^^ of which the first part was published in 1884. 
Over half of the present volume is concerned with public fi- 
nance; although many of the problems had several years ago 
\)oon dealt with V)y him in his Grondbeginselen der Staathuis- 
houdkunde, Pierson’s treatment is characterized by broad 
touches. He is thoroughly at home in all the recent continental, 
English and even American literature, and tries to get to the 
bottom of many difficult problems. He is one of the first to 
attempt a comprehensive theory of incidence combining Schaf- 
fle’s amortization theory with some more eclectic views. He 
sharply criticises Mill’s treatment of the principle of equality of 
sacrifice, and constructs his whole theory on the principle of 
faculty, pjverywhere the subject is treated with a master-hand. 
It is a work not so much for the beginner, as for the advanced 
student who d(jsires to analyze more carefully the leading the- 
ories of modern public finance. Among the discussions to 
which he devotes sp(‘cial attention is that of progressive taxa- 
tion, in the course of which he criticises the views of the other 
Dutch writers, which have been treated in detail elsewhere,^ 
and whose influence is seen in the recent reforms of Dutch taxa- 
tion described in another chapter of the present work.^ 

To mention only the Italian and the Dutch works would 
by no means exhaust the literature of value to the economist 
among the less well-known continental nations. Even in 
the Iberian peninsula there were signs of renewed scientific 
activity toward the end of the century. 

^ Leerhoek der Stanthuishoudkunde. Door N. G. Pierson. Tweede Deel. 
Haarlem, 1890. This second part appeared in an English translation in 
1912. 

2 Cf. Seligman, Progressive Taxation. 

® Supra j pp. 406 et seq. 
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The Portuguese work of Pereira Jardim on the Science of 
Finance ^ interests us more from the standpoint of fiscal practice 
than of fiscal theory. Not that theoretic discussions are absent 
from his book or without ability; but as the work is posthumous, 
based on lectures delivered several years ago, the field of dis- 
cussion does not include the newer theories of the last decade 
or two. Leroy-Beaulieu and Parieu among the French, Ran 
and Jakob among the Germans are the latest foreign authors 
discussed. Pereira Jardim does not really add anything to 
theory; nor are his discussions in any way novel; but the his- 
tory and description of Portuguese public finance, and the 
continual references to the inter-relations between Portuguese 
law and economics will be welcome to the student of compara- 
tive finance. 

On the other hand, the two-volume work of Professor Piernas- 
Hurtado of Madrid, entitled Treatise on the Public Economy, 
is interesting in many ways. Like the Italians and the Dutch, 
the Spanish writers have profited by recent foreign investiga- 
tion, and treat many of the problems from the newer point of 
view. Piernas-Hurtado, while quoting liberally from Wagner 
and the other Germans, does not fear to take issue with them 
o(‘('asionally and preserves his own individuality. This we 
notice not alone in questions of theory, but in problems of 
practical politics. 

The introductory chapter, on the history of the science, 
is valuable as calling attention to numerous Spanish writers, 
not alone of the seventeenth century when Spanish literature 
was still almost at the flood, but also of more recent times. The 
author points out the causes of the essentially individualistic 
trend of the nineteenth-century Spaniards, and the socialistic 
redaction of more recent years. The general features of the 
development are the same in Spain as in almost all the other 
European countries. Like some of his German models, Piernas- 
Hurtado devotes a number of chapters to the conception of 
the state, to economic life in general, and to the economics of 
the state in particular. He looks on public expenses as public 
consumption, but gives us here almost nothing but platitudes. 

^ Prindpios de Finangas, gusendo as PrelecgOes feitas pelo lente da Facul- 
dade de Direito. Antonio dos Sanctos Pereira Jardim. Quarta edi^io. 
Coimbra, 1891. 

2 Tratado de Hacienda Puhlica y Examen de la Espanola. Por Jos6 M. 
Piernas-Hurtado. Cuarta edicidn. Madrid, 1891. 
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When we come to public revenues, however, it is different. 
He classifies these according as they arise from gifts, fiscal 
domains, public works, fiscal monopolies, taxes, eminent domain, 
fines or escheats; and devotes several chapters to each of the 
important classes. The most noteworthy point in his treat- 
ment of taxes is his view as to the basis of taxation. He dis- 
cusses in turn expense, income and property, as bases, and 
finds each of them essentially defective. The really equitable 
basis of taxation he finds to be faculty, or the economic position 
of the individual as shown by his ^^iquid assets” {d impuesto 
rsobre los haheres liquidos). Hy this term he wishes to denote 
the means of the individual as conditioned by his needs, or the 
proportion between income and property on the one hand, and 
tile claims made upon him by expenses on the other. Piernas- 
Hurtado thus simply attempts to put into plain language the 
marginal-utility theory of taxation, as developed by recent 
Dutch and Austrian writers. He confesses that this alone will 
not remedy social evils, that it is not susceptible of an exact 
mathematical computation, and that it may give rise to arbi- 
trariness; but he maintains that the other suggested bases of 
taxation disclose the same or greater defects. Regard for the 
individual position of the contributor is in his opinion the 
really important consideration. The vagueness of this test 
as a practical program of taxation will at once strike the reader; 
but Piernas-Hurtado is content to leave the discussion in the 
field of theory. 

In treating of the various classes of taxation, he later makes 
many good and practical suggestions. The whole of his second 
volume is in fact devoted to the history and criticism of the 
state, local and colonial public finance of Spain; and he clears 
up much that Parieu and other writers have failed to explain. 
Like so many of the continental tax reformers, he sees the 
greatest promise of improvement in the substitution of direct 
for indirect taxes, and he devotes a considerable portion of his 
work to the proposed adjustment of the Spanish public revenues 
to the principles of uniformity and universality. Several 
chapters on the theories and practice of public credit, and 
especially on the budget and financial administration, conclude 
a work whose open-mindedness, clearness and wide range of 
view entitle it to an honorable place in the list of text-books 
of finance. That this is sorely needed is open to very little 
doubt on the part of the attentive reader. 



668 


ESSAYS IN TAXATION 


IV. Switzerland 

Switzerland is the only European country where the general 
property tax still plays an important role. It is the one state 
whose methods of taxation bear a close resemblance to those 
of the United States. It would, therefore, be reasonable to 
expect that a work of such prodigious proportions as that of 
Professor Schanz on Taxation in Swiizerland in its Development 
since the Beginning of the Ninetemth Ceninry ^ should be of the 
utmost importance to all Americans; and this expectation is 
realized. Rarely in the history of economic literature has a 
foreign work been published which is at all comparable to this 
in its value to the American student of finance. 

Professor Schanz earned his reputation by the thorough 
work displayed in his Englische Handelspoliiik gegen Ende des 
MittelalterSj published some thirty years ago, as well as by 
several minor works on the history of labor. In 1884 he started 
the Finanz-^ArckiVj which is still the only serious review devoted 
exclusively to the science of finance. In this periodical he 
has been publishing for the past few years detailed histories 
and descriptions of the tax systems of different German common- 
wealths, which have challenged admiration for their solidity 
and accuracy. Now he offers to the scientific world a work 
which stands unequalled in magnitude of scope and detail of 
treatment. 

A word first as to the methods of the author. The opening 
volume is devoted to a sketch of the general development of 
Swiss taxation. A preliminary chapter treats of the federal 
taxes and of the general situation; a second chapter, of the 
general direct taxes in the cantons; a third chapter, of the 
licenses, succession duties, military tax, etc.; a fourth chapter, 
of the indirect taxes on consumption; while a final part is de- 
voted to the questions of local taxation. The three following 
volumes take up each of the twenty-five separate cantons in 
detail; describe the history, not only of all the changes, but 
of all the attempted reforms; and close with a minute statement 
of the existing condition in each. The fifth and final volume 
contains the text of all the important tax laws and administra- 
tive ordinances for each canton since the beginning of the 

* Die Steuern der Schweiz in ihrer Entwickelung seit Beginn des 19 Jahr* 
hunderts. Von Georg Schanz, Stuttgart, 1890. — 5 vols. 
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century. It will be seen at a glance how stupendous must have 
b(ien th(i labor necessary to complete such a task. 

Let us now endeavor to ascertain in what respects the work is 
important to Americans. Professor Schanz begias by accepting 
the theory advanced by the present writer regarding the histor- 
ical development of taxation and the position of the general 
property tax in this development. He shows that Switzerland, 
like the United States, has retained the mediaeval property 
tax up to this day; but he further shows that Switzerland, 
unlike the United States, has successfully endeavored to re- 
(H)nstruct its property tax and to supplement it by another 
system whi(di has brought it more into harmony with the needs 
of the present century. The conception of general property 
as the basis of taxation has been permeated, gradually but 
with ever-increasing rapidity during the past thirty years, 
with the ideas of product and of income. The attempt to 
realize the principle of ability to pay has resulted in dissatis- 
faction with the old property tax and a remodelling of the 
whole system. The methods in the various cantons may be 
summed up as follows: (1) a property tax plus a general income 
tax; (2) a property tax plus a partial income tax; (3) a prop- 
erty tax plus a supplementary income tax, in the sense that 
only the surplus income above a certain percentage, supposed 
to represent the interest of the taxable property, is assessed; 
(4) a real property tax plus a general income tax. Only three 
of the smaller cantons still hold to the general property and 
the poll taxes; while only one canton clings to the once universal, 
but still more primitive, system of the land tax. 

This is the one great lesson to be drawn from Swiss experience. 
It ought to be sufficient to silence all those enthusiasts who 
cr,y out for a retention of the x^resent American system, and 
point with triumph to the only democratic republic in Europe 
as practising the same methods. On the contrary, the one great 
effort of the Swiss legislatures during the past half-century has 
been to supersede the general property tax, not necessarily 
by the income tax, but by some form of income taxation — by 
some system which, directly or indirectly, makes not property, 
but product, the basis of taxation. As Professor Schanz sums 
it up: “Ueberall drtogt sich eben mit elementarer Gewalt der 
Gedanke durch, dass es doch nicht das VermOgen, sondern das 
Einkommen ist, welches man eigentlich treffen will.'^ 

The next striking fact in Swiss experience is this, that where 
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the general property tax is utilized as a subordinate part of 
the tax system, or is employed in more primitive communities, 
or with a low tax rate, it works fairly well. But as soon as an 
attempt is made to defray the larger part of the expenditures of 
advanced communities by the general property tax, thus neces- 
sitating a high rate, which in terms of income is equivalent to 
from twenty to thirty per cent, it is a lamentable failure — as 
much of a failure, in fact as in the American states. Human 
nature is about the same the world over, and where the condi- 
tions in Switzerland are at all comparable to those in the United 
States, the failure of the general property tax, as the chief source 
of revenue is equally marked.^ 

Let us now leave these two facts, which might amply serve 
as a text for a whole volume, and turn to some of the other 
points of interest. The author does not discuss the question 
of taxation of corporations as a whole, but presents the facts, 
the most important of which have been used in another chapter 
of the present volume. Other points upon which the Swiss 
experience is extremely instructive are the different rates of 
taxation for various kinds of property; the methods of assess- 
ment, according to market value, insurance value or par value; 
the exemption of church or other property; the distinction be- 
tween funded and unfunded income; and the subject of double 
taxation in all its various forms. But the four chief points which 
deserve special emphasis are these: the methods of controlling 
assessments, the question of progressive taxation, the succession 
taxes and the system of local taxation. 

Switzerland, like the United States, has tried all forms of 
avssessment for the general property tax — self-assessment and 
official assessment, oaths and no oaths, publicity and secrecy; 
and these have proved equally inefficient. One institution, how- 
ever, has been developed in the last few decades that is peculiar 
to Switzerland. It is that of the inventory {Inventarisaiion). 
As soon as a taxpayer dies, his entire property is seized by the 
government and held until an exact inventory is made. If this 
discloses fraud in the previous self-assessments, punitive taxes 
must be paid, ranging in some cantons over a period of ten years. 

^ This point was also subsequently emphasized by C^renville, Les impdts 
en Suisse, Lausanne, 1898; and more recently by Bullock, ‘‘The General 
Property Tax in Switzerland,’^ in Addresses and Proceedings of the Fourth 
Conference of the International Tax Association, Columbus, 1911, p. 53 
et seq. 
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This method of control is based on the right idea; but it has its 
objectionable sides. It must be distressing, to say the least, to 
the family of the deceased when the tax officials clap their seals 
on the property, as it were in the very chamber of death. It 
has also its weak sides, for those who have even a short time to 
prepare for death commonly give away a large part of their 
property. Again, the inventory naturally becomes a less trust- 
worthy guide the further back we go, so that at its best it can 
serve only as a partial index. But notwithstanding these defects, 
it has done good service in increasing the tax receipts, and it 
forms to-day one of the chief subjects of dispute in the Swiss 
cantons. 

Another point which has attracted attention is that of pro- 
gressive taxation. Switzerland has now definitively accepted 
the principle of graduated taxation, and the cantons apply it 
not only to inheritance and to income taxes but also to property 
taxes. Especially since 1870, a large majority of tlie common- 
wealths have inserted the principle into their constitutions, 
and only a few constitutions fix the limit of thc^ progression. 
The system, far from causing any wholesale exodus or any such 
startling confiscation as we read of from time to time in tlu' 
newspapers, has proved so satisfactory that, whenwcT tried, 
it has never been abandoned. 

Thirdly, about two-thirds of the Swiss commonwealths have 
rounded out their system of direct taxation by tax(\s on inherit- 
ances and on bequests. This movement is an old one, and has 
gone hand in hand with the movement to supplement the })rop- 
erty tax by an income tax. The United States are si ill in the 
first phases of the reform; for until very recently the agitation 
was confined to an extension of the collateral inheritance tax. 
Switzerland has passed beyond this phase, for its system applies 
to all inheritances and bequests, with a rate ranging from a 
fraction of one per cent in Zug, to as much as twenty-five per 
cent or even more for non-relatives in Uri. 

Finally, the methods of local taxation are instructive. Only 
a few cantons pursue the same system for both local and com- 
monwealth purposes. In most cases the income tax is a com- 
monwealth tax, while the local tax is a property tax, and often a 
real property tax. In addition to the local property tax, how- 
ever, we find very generally a local ^Tiousehold^^ tax, which is 
practically a system of poll taxation designed to reach some of 
those who escape the real property tax. The local tax system 
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is moreover marked by two significant facts. In the first place, 
the idea of progression, which is commonly applied to the 
commonwealth taxes, is absent in the local taxes, which are 
almost uniformly proportional. Se^condly, the exemption of 
debts — mortgage debts as well as others — is permitted in state 
taxes, but it is allowed only to a very limited degree in local 
taxes. 

Enough has been said to show the importance of Professor 
Schanz^s work. It does not pretend to discuss questions of 
theory, and yet almost every page contains matter of more 
significance to the average American than whole chapters of 
some of the usual manuals of finance. In some few questions of 
finance Switzerland has a little to learn from us; in most matters 
we have important lessons to learn from Switzerland. What 
these lessons are has been only faintly outlined in the above re- 
marks: but it is to be hoped that their full significance will mi 
long be appreciated by every American student and by every 
American legislator. 


V. England 

English economic literature has not hitherto been very fortu- 
nate in its systematic studies of fiscal problems. The writers 
prior to Adam Smith concerned themselves only with scattered 
questions of temporary practical interest, and dealt with them 
in the same scrappy manner which characterized their treatment 
of economic problems in general. There was, in England at all 
events, no true science of political economy; there could not well 
be a science of finance. Adam Smith, taking his cue, perhaps, 
from the French writers, for the first time sought to connect 
fiscal questions with those of social economy. In his happy way 
he combined the abstract discussion of fundamental theori(\s 
with the explanation and criticism of actual conditions, avoid- 
ing on the one hand the metaphysical vagaries of the Physiocrats 
and on the other the plodding monotony of the German '^cam- 
eralistic ” complications. But while Adam Smith gave a decided 
impulse to the study of fiscal problems on the continent, and thus 
initiated a movement which has resulted in the elaboration of 
the modem science of finance, his success in arousing a like in- 
terest in England was far less marked, although his influence on 
English fiscal practice was great. The mighty genius of Ricardo, 
however, turned at once to the core of the problem. He confined 
himself almost exclusively to an investigation of incidence, 
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regarding a tax simply as an addition to the cost of production 
and treating all tax phenomena as mere illustrations of changes 
in value. Taxation with him became a minor part of general 
economic theory. So weighty was his influence that even Mill 
who in other parts of his Political Economy pursued a quite dif- 
ferent policy, gave in his fifth book nothing but a succinct analy- 
sis of the shifting and general effects of taxation, scarcely deign- 
ing to descend to the facts of everyday life or to do more than 
touch upon the difficult details of principle. Although a few 
other writers did more than this, their discussions were forgotten 
amid the plaudits showered on Ricardo and Mill. Thus it 
happened that, while on the one hand we had numerous descrip- 
tive works, written for practical purposes, on the chief facts of 
public finance, and on the other hand numerous appendices 
to general treatises on economics, dealing with a few points in 
fiscal doctrine, there came to be an almost complete divorce 
b(‘tween fact and theory. The practical writers did not concern 
themselves with theory, and the economists were for the most 
part content to work in what might be called a fiscal vacuum. 
McC'ulloch was the one important writer to form an exception, 
and he was not sufficiently successful to find cither admirers or 
successors. 

Another reason which may be adduced to explain the more 
rapid growth of the science of finance in France and in Germany 
was their relatively inferior fis(^al system. It is not the excel- 
lence but the defects of economic life that have always led to 
the elaboration of economic theory. The shortcomings of 
mercantilism produced Adam Smith; the abuses of tlie ancicn 
regime brought forth the Physiocrats; the dangers of levelling 
and the evils of the poor law gave us Malthus; the currency 
confusion and the corn law were responsible for Ricardo. Had 
there been no agricultural, no industrial, no commercial troubles, 
we should not have had Mill and the whole host of modern spe- 
cialists. So with the problems of public finance. The abuses 
on the continent were so serious that they gave rise to important 
political contests, and thus led the scientists to attempt a general 
clearing up of vexed questions in fiscal policy. In England tax 
problems (with the exception of the free-trade controversy, 
which was far more than a mere matter of taxation) did not 
agitate the people to any great extent, and their solution was 
contentedly left to the practical common sense of the English 
statesmen. It is significant that in the one department of public 
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finance which did seriously enter into politics, namely, that of 
public debts, the English writers have done better work than 
those of the continent. But the comparative excellence of the 
English revenue and budgetary system, combined with the 
general prosperity, in themselves contributed to hinder the 
growth of fiscal theory. 

Of late years the conditions have changed. The dispropor- 
tionate increase in public expenditures and the immense develop- 
ment of local needs have materially strengthened the conscious- 
ness of fiscal pressure, while the growth of democracy on the 
one hand and the complications of recent industrial development 
on the other have brought to the front questions of theoretic 
justice which necessitate the revision of fundamental doctrines. 
In England as in America, fiscal problems have become no less 
important than in continental Europe. It is thus natural to 
expect henceforth a deeper study of the subject-matter by those 
who in the wilderness of confusing party contests blaze out the 
path of truth and progress. 

Professor Bastable\s book on Public Finance ^ is the first 
scientific n^sult of this new interest in fiscal problems in England. 
His volume marks a distinct epoch in the history of English 
economics; for it is the first attempt to set before English readers 
the science of finance in its modern garb. To many it will intro- 
duce an entirely new set of discussions; and especially to the 
English r(»ader who is not familiar with foreign tongues, the 
volume will be welcome. This will be our excuse for dealing 
with it so fully. 

To all those acquainted with the Theory of International Trade, 
published a few years ago, as well as with his recent Commerce 
of Nations, Professor Bastable is known as a clear and careful 
thinker, without any intellectual vagaries, and with marked 
sobriety of judgment. The same traits conspicuously reappear 
in the present volume, and they are reinforced by evidence of 
accurate scholarship and familiarity with foreign literature. 
In order to be sure of one^s own conclusions, one must first know 
what others have said; and it is the neglect of this elementary 
rule that consigns so much of so-called scientific writing to the 
waste-basket. It must not be supposed, however, that Professor 
Bastable is a slavish adherent of his foreign predecessors. His 
volume is by no means without independent suggestions; and 

^ Public Finance. By C. F. Bastable, LL.D., Professor of Political Econ- 
omy in the University of Dublin. London, 1892 . 
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it is precisely this independence of thought that invites occa- 
sional criticism. 

In the first place, it is to be regretted that Professor Bastable 
does not employ the term '^science of finance.'' It is true that 
“finance" is used in English to include private as well as public 
finance, and that several books on “finance," like those of 
Jevons and Giffen, deal chiefly with monetary problems. This 
unclearness, howtwer, attaches to the word in foreign languages 
to almost the same degree. The French speak of la haute finauce, 
and the number of titles on what might be called “private" or 
“monetary" finance is legion; yet this has not prevented them 
from using the phrase science de finance or science dcs finances, 
as the technical term for public finance. The whole matter was 
there discussed and laid to rest years ago by Joseph Gamier. 
In Italy and in Germany the matter of tc^rminology has reached 
a similar settlement. It is therefore to be deprecated that 
Professor Bastable should not have pre-empted the phrase for 
English scientific use. Sooner or later we shall have to conform 
to the usage of the French and the Italians. 

The introductory chapter on the history of the science 
gives a clear picture of the main lines of development. Some 
mention might, perhaps, have been made of the discussions in 
mediaeval Florence, which in some points foreshadow modern 
doctrines. Moreover, if a fuller history of the science in Eng- 
land is ever written, attention will have to be paid to writers 
to whom may be traced much of what is to-day current coin in 
fiscal discussions. To speak only of nineteenth-century authors, 
Frend, Craig, Buchanan, Buckingham and Sayer will be able 
to hold their own with many of the German writers whom 
their compatriots delight to honor. 

An important point in which the volume differs from some 
others is the inclusion of the subject of public expenditures. 
It is a diflScult and delicate task rightly to proportion tlie 
space to be devoted to this topic in a work on finance. From 
one point of view public expenditure is simply administration; 
from another point of view it is political economy in the original 
sense of the term. How far government should assume definite 
functions is a problem of economic politics; in what manner it 
should actually carry on these functions is a problem of ad- 
ministration. Yet almost every political or administrative 
act involves some outlay, and is in so far a fit subject for dis- 
cussion in systematic works on finance. Professor Bastable, 



'576 


ESSAYS IN TAXATION 


in dealing with this branch of his work, has avoided on the 
one hand unsuitable details, and on the other mere common- 
places. 

It is in the next three books that are to be found most of the 
controverted doctrines, and it is naturally here that the critic 
will be apt to take issue with the author. Professor Bastable 
first takes up the classification of public revenues. He sees 
the inadequacy of the older continental division into taxes 
and lucrative prerogatives (regalia) and correctly relegates 
the latter class to the limbo of uherwundencr Sta?idpunkte, 
But he is equally aggressive in his onslaught on the class of 
‘‘fees,^’ the creation of which he ascribes to ‘^a want of analytic 
power in the originator.^’ He simply distinguishes between 
taxes and what he calls in some places ^^semi-private economic 
income,” and in other places public economic income.” 

It will be questioned whether Professor Bastable is not here 
taking a step backward. He shows, it is true, the many incon- 
sistencies of recent writers. But does it not seem unwise to cut 
the knot in despair of untying it? In refusing to acknowledge 
fees as a separate class, the author only creates fresh difficulties. 
Where, for instance, shall we put school fees? They are surely 
not industrial income; and Professor Bastable himself would 
not class them among taxes. And where shall we put the charges 
for marriage certificates, and sheriff’s fees, and copyright pay- 
ments, and a host of other similar receipts? The author later 
speaks repeatedly of economic receipts” as different from 
fees, as well as from taxes, seeming to forget that in the earlier 
portions of the volume he includes fees in the economic re- 
ceipts.” Further, why speak so frequently later of the ^Tee 
principle” as opposed to the “tax principle,” if fees do not form 
a separate class? 

Again, Professor Bastable sharply separates economic from 
compulsory receipts; but he fails to distinguish between different 
kinds of compulsory receipts, and assumes that all of them are 
taxes. Where, then, shall we put fines and penalties? They are 
certainly compulsory receipts, and just as certainly not taxes. 
Where, too, shall we put special assessments, which are com- 
pletely ignored by him? In fact, it almost seems as if the author, 
in the endeavor to simplify matters, has really added to our diffi- 
culties. 

A similar criticism may be urged against his classification 
of taxes. He objects to all the recent methods, and reverts 
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to what is virtually Adam Smithes classification into primary 
and secondary. But it is hard to see why a tax on the property 
of a living person should be primary, and that on the property 
of a deceased person, in the shape of an inheritance tax, second- 
ary; or why a tax on the business of a corporation should be 
primary, and a tax on the receipts of a corporation secondary. 
It may also be noted that, when he calls attention to the dis- 
tinction Ix'tween direct and indirect taxes made by practical 

financiers,’^ his statement applies only to French, not to 
English or to American practice. 

The book on the whole exhibits independent judgment, 
although in a few instances the author allows his German 
models to influence him unduly in matters of nomenclature. 
Thus he introduces the German distinction between the ^‘ob- 
ject” and the “subject” of taxation, meaning by the former 
the thing on which, and by the latter the person on whom the 
tax is imposed. This is not English. When we speak of the 
subjects of taxation, we mean not the taxpayers (or “subjects,” 
in Professor Bastablc’s language) but the phenomena subjected 
to taxation (or “objects,” in Professor Bastable’s language). 
And when we speak of the objects of taxation, we commonly 
mean the aims of taxation, not the things taxed. In other 
words, the author’s (German) “tax object” is really the English 
“subject”; and his “tax subject” is the English “taxpayer” 
or “taxbcarer,” as the case may be. Again, the terms “for- 
ward incidence,” “backward incidence,” and “diffused inci- 
dence” are not English; moreover, they confound the terms inci- 
dence and shifting. Finally, when Professor Bastabh^ employs 
the word “rated” tax as opposed to “apportioned” tax, he is 
ignoring the equivalent term, “percentage ” tax, which has be-‘ 
come quite common, and which clearly expresses the meaning 
on its very face.^ 

But all these matters, it may be said, are of minor importance. 
The crucial point is not so much the arrangement and terminolgy 
as the substance, and in the substance of the book the author 
must meet with greater appreciation. 

Passing over the chapters on the state domain, the industrial 
domain, and the state as capitalist, in which he always seeks 
to maintain the golden mean between the laissez-faire theories 
of the earlier English writers and the semi-socialistic doctrines 


^ In the later editions some of these defects have been removed. 
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of the modern German authors, we come to the more difficult 
problems of taxation. 

A good account is given of the theory of benefit, which is 
discarded as the general basis of taxation; but less satisfactory 
is the discussion of the theory of faculty. Professor Bastable 
speaks of its '^convenient vagueness,’’ but does not really 
make any serious effort to give a deeper analysis of the doctrine. 
He tells us of Mill’s doctrine of "equal sacrifice,” but does not 
succeed in correlating it with the doctrine of ability. His whole 
discussion of the theory of progressive taxation is therefore not 
quite up to the level of recent investigation. On other points, 
too, he is very conservative. He opposes the differentiation 
of the income tax, which w^as demanded by Mill, accepted by 
Disraeli and recently introduced by Lloyd-George; he seems to 
be opposed to graduation in the inheritance tax, which was also 
demanded by Mill and which has now been definitely introduced 
into English practice; and he even differs from the conservative 
French writers in disapproving of progression in the income tax 
as a counterpoise to regression in other taxes. 

On the other hand, the discussion of the incidence of taxa- 
tion is good. The author shows the weakness of both the 
diffusion theory and the absolute theories of Smith and of 
Hicardo, and calls attention to the complicating conditions of 
modern society. It might be urged that his analysis is not 
rigorous enough in the case of the taxation of profits; that not 
enough attention is called to the distinction between monopo- 
lies and competitive undertakings; that the house tax is viewed 
onl}^ from the characteristically English point of view as being 
assessed on the occupier; and that the general capitalization 
theory is not brought into due prominence. Nevertheless, 
the treatment as a whole is far superior to that found in most 
of the manuals on public finance. 

Perhaps the least satisfactory part of the work is the dis- 
cussion of universality of taxation. Double taxation, as we 
know, is of importance chiefly in federal states; and that is no 
doubt the reason why a book written primarily for Englishmen 
pays so little attention to it. But international relations are 
here of increasing importance and deserve more than the half- 
page alloted to them. Moreover, the conclusion itself is not 
beyond criticism. "The more modern solution,” he says, 
"would be that the income tax should be levied by the country 
of residence, the land or property taxes by that of situation.” 
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What, then, shall be done if the income is derived from land; 
or, conversely, if the property consists of intangible goods? 
Whatever we say about this, it is to be regretted that the author 
passes over the other forms of double taxation. Even if there 
were no space for details, the main points of the controversy 
should at all events have been outlined. 

The following book, on the several kinds of taxes, shows 
the author at his best. A broad knowledge of the facts of taxa- 
tion in all the important countries, and a wide acquaintance 
with the special literature, enable him to give a concise and clear 
account of actual conditions, as well as of the chief movements 
for reform. He suggests a judicious combination of the three 
principal forms of taxation as best calculated to reacdi substan- 
tial justice. 

So far as the practical problems of American taxation are 
concerned, Professor Bastable opposes the suggestions for a 
direct income tax to replace the local tax on personal property, 
and he also deprecates the taxation of gross receipts of corpora- 
tions. His statement that ^‘the most promising sources of 
state revenue seem to be the real property and the license taxes’^ 
is, however, obviously a slip. Americans will also take exception 
to the assertion that ^ taxation of inheritances is unsuited for 
a community where the family is the unit of society and property 
is really held by corporations, not by individuals,'^ There is 
an obvious discrepancy between this and the author’s state- 
ment that ‘‘taxation of corporations is the taxation of their 
members.'' This last statement again is unclear. Do the 
“members" of a corporation mean its stockholders, or its bond- 
holders, or both? The discussion of these questions, which 
have led to some of the most perplexing problems of public 
finance in America as elsewhere, ought not to be so lightly 
“eliminated." 

We have not hesitated to call attention to some of the minor 
defects in Professor Bastable's volume or to indicate a belief 
that it will not be found wholly satisfactory for the American 
student. We must, however, remember that it was written 
primarily for Englishmen. It is to be hoped that no one will 
leave these criticisms with the idea that the book can be lightly 
cast aside. It is so admirable in arrangement, so accurate in 
statement, so catholic in temper, so sagacious in judgment, 
and so broad in erudition, that it will undoubtedly give a new 
impetus to the scientific study of fiscal problems in England. 
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VI. United States 

When Professor Bastable\s book appeared the hope was ex- 
pressed that there might soon appear in America a similarly 
comprehensive treatise, intended primarily for our own public 
and dealing more specifically with the problems that are, in a 
measure, peculiar to the United States. This hope was soon 
realized by the publication of Professor Adams's Science of 
Finance,^ which at once commanded attention as a signal con- 
tribution to economic literature. 

That such a book is timely it is scarcely necessary to say. The 
United States has so rapidly outgrown the swaddling clothes of 
its infant economic surroundings, it has stepped with such 
prodigious strides from its youthful social environment to the 
complex conditions of a full-grown industrial society, that we 
are suddenly confront(‘d on all sides by the new problems of 
political, economic and social maturity which are at present 
engaging the public mind. America presents in some res))ects 
most curious contrasts. It is at once the youngest and the oldest 
of economic societies — at once the most youthful and the most 
mature of social experiments. It is the youngest, in the sense 
that there are still in our territory vast tracts untouched by 
plough or harrow, awaiting the coming of th(i first settler and 
needing only irrigation to convert the desert into a garden. It 
is young, because there are other huge sections of the country 
which are only one step removed from the primitive agricultural 
stage, in which the local life is still largely dominated by frontier 
conditions — conditions analogous to those which the old world 
faced centuries ago. In another sense, however, America is not 
young, but old. Nowhere on the face of the globe has capital 
been applied to productive purposes with such intensity and 
such energy. Nowhere has man's victorious contest with the 
powers of nature been waged with such intelligence and with 
such relentless vigor. Nowhere have the captains of industry 
prosecuted their quest for industrial supremacy with such alert- 
ness and with such ability. As a consequence, nowhere have 
the most advanced forms of a highly organized, fully differen- 
tiated and thoroughly complex industrial organism been evolved 
with such startling rapidity and with such complete success. 

^ The Science of Finance: an Investigation of Public Expenditures and 
Public Revenues. By Henry Carter Adams, Ph.D,, LL.D. New York, 
1898. 
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In no department of social and political life have these warring 
forces engendered more confusion than in the domain of public 
finance. In former times the fiscal problem was comparatively 
simple. The collective wants of individuals were small in com- 
parison with their private wants; public expenditure was in- 
significant; and the needs of government revenue were easily 
satisfied. With the growth of industrial democracy, however, 
all this has been suddenly changed. A scale of public expendi- 
ture which would have appeared absurdly lavish to former 
generations now seems barely adequate to modern nc'cessities. 
The resulting prodigious increase in public revenues has called 
into being problems of the utmost nicety, not because the growth 
of th('se rcivenues is necessarily more rapid than that of the 
private wealth on which they are based, but because the con- 
stituent elements of this private wealth have in themselves 
become so complex and have so intertwined themselves with 
th(? integrated forms of modern industrial life. What is peculiar- 
ily confusing in the American situation is the fact that, on the 
one hand, we have sections where the economic conditions, 
and thentore the fiscal conditions, are still, as compared with 
the great mass of modern communities, of the primitive type; 
while, on the other hand, in numerous parts of these sections 
themselves there have been grafted upon the still dominant and 
p('rslst('nt primitive stock the shoots of the ncnver industrial 
type; or, to put it in other words, although the ))asis of such 
communities is still primarily agricultural, the newer methods 
of transportation, as well as the mor(‘ modem media of exchange 
and distribution, have superimposed upon the simplicity of 
the old and still persistent the complexity of the new and ever 
extending. The consequence is that the fiscal conditions of this 
country to-day are supremely heterogeneous and that, because 
of this contest of the old with the new, we are all still groping 
almost in the dark, dissatisfied in the more progressive com- 
munities with the survivals of old conditions, and trying to 
discern in the dim light of the future the fiscal expression of the 
newer conditions which are soon to become universal. 

The appearance of Professor Adams's work bears eloquent 
testimony to this change of view. We have for a long time had 
American treatises on political economy, although these treatises 
have been, until comparatively recent times, for the most 
part simply copies of their English predecessors rather than 
adaptations to our own peculiar conditions. In the science of 



582 


ESSAYS IN TAXATION 


finance, however, there have been no American treatises, just as 
there have been until recently no English ones, chiefly because 
the fiscal problems have been so simple as not to warrant any 
separate or extended discussion. An insignificant addendum to 
the ordinary work on political economy has sufficed for the con- 
sideration of the few questions that have presented themselves. 
For the reasons mentioned above, however, the fiscal problems 
have now come to the very forefront of modern controversy; 
and it is time for the science of finance to take its place side by 
side with economics in the narrower sense; for while economics 
proper is primarily social in its character, laying emphasis on the 
industrial relations of man to man, the science of finance, as a 
part of the broader political economy, is primarily political, 
laying the emphasis on the fiscal relations of the individual to the 
government. The appearance of a comprehensive treatise' on 
finance accordingly marks a turning-point in the history of 
American political and economic literature; and when suedi a 
treatise attempts, as none of its English or continental pre^d- 
ecessors have done, to call attention to the close connection 
between changing social and changing fiscal conditions, it is 
doubly deserving of attention. 

A wnrd should first be said regarding the formal arrangeme nt 
of the volume before us. After an introductory chapter on the 
character of the science and the nature of public wants, tlu' 
subject of public expenditure is taken up in Part I. Tlie first 
book of this part deals with the theory of public expenditure; 
while a second book, to our surprise, treats of the budget. Why 
the budget should be dealt with under the general heading of 
expenditure is not apparent. It is true that much of the time 
spent in budgetary discussion in modern legislatures is devoted 
to expenditure; but there is also a revenue side to such dis- 
cussion. Another departure from customary methods of ar- 
rangement is found in a subdivision of the book on the budget, 
in which Professor Adams discusses the subject of financial 
organization and administration. It may be urged that eitlier 
this subject should be treated separately or the general heading 
of the book should be ‘‘Budgets and Financial Organization.^^ 

Part II. of the work deals with public revenue, taking up in 
three successive books the public domain and public industries, 
taxation and public credit. This arrangement is followed in 
pursuance of the division of all revenue into three classes: 
“direct/' “derivative" and “anticipatory." While this distinc- 
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tion is clear enough, it must be said that the inclusion of credit 
under the head of revenue is, to say the least, unusual; and that 
the choice of the terms ‘direct and derivative, to mark 
the difference between income from the domain and income 
from taxation, is not entirely beyond criticism. “Direct’^ 
revenue is defincnl as that which accrues to the state from public 
owncTship or manag(*rn(‘nt, or which falls to it by virtue of its 
sovereign charact('r; and ^Merivative’’ revenue is that which 
forms in first instance a part of the income of the citizen, but 
which is paid to the state in, satisfaction of some revenue law. 
It is furth(‘r stated that ^‘direct revenue constitutes a positive 
addition to the social income, while derivative ” revenue is a 
transfer of a part of the earnings of the citizen to the state. In 
regard to the first point, however, it is to be noticed that all 
revenue from taxation falls to the state in virtue of its sovereign 
(‘haract('r; and that, on the other hand, much of the so-called 
direct revemue is originally a part of the income of the citizen 
and is paid in virtue of some revenue law. Post-office charges, 
for instance, are included by the author under direct” reve- 
nue; yet the receipts originally form part of the income of the 
citizens, and ar(‘ paid in virtue of a very definite revenue law — 
if by rev(‘nue law we mean a law which prescribes the raising 
of revemue. Again, ref(?rring to the second distinction, it must 
be noted that ‘^direct” revenue, no less than ‘‘derivative” 
riweriue, implies a transfer of the earnings of the citizen to the 
state. For, even if the government rents out its land, or runs 
its industri('s for profit, the prices are paid by the citizens, and 
the revenue involves a transfer of the earnings of the citizens 
to the state. While, therefore, the intent of the classification 
is obvious, it cannot be said that the nomenclature is a very 
happy one. 

One other feature of the general arrangement may be men- 
tioned. Within the separate books themselves there is nothing 
particularly worthy of note until we come to that on taxation. 
Here the arrangement is at once novel and interesting. Begin- 
ning with general considerations, successive chapters are devoted 
to the principles of apportionment; to the classification and char- 
acterization of taxes; to the manner in which taxes work, to 
the administrative consideration of taxes; and to suggestions 
for a revenue system. It may, perhaps, be urged that this 
necessarily gives a somewhat disjointed account, as there is no 
place where any particular tax can be judged as a unit from every 
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point of view. But no arrangement can satisfy conflicting 
claims; and it is undeniable that the one adopted in this treatise 
does succeed in putting a fresh aspect on some familiar topics. 

Coming to the subject-matter of the work, attention must 
first be directed to the chief merit in the whole presentation — 
the masterly power of analysis disclosed by the author. The 
emphasis is everywhere laid, not upon facts and figures, but 
upon the principles involved; and to those who approach the 
subject for the first time, as well as to those already familiar 
with the general nature of the problems, the serried phalanx 
of argument upon argument, of clos(‘ly reasoned analysis upon 
analysis, must be both a surprise and a delight. Not that all 
is new — for here, as in every other department of human thought, 
one can build only upon the basis of the known; but the whole 
work is so permeated with the doctrines of continuity, and of 
the essential dependence of fiscal upon economic conditions, 
that almost every single discussion is put in a new light. Tlie 
insistence upon principle has indeed, as the French say, the 
defects of its virtues. With a few excieptions, we miss not only 
historical examples, but also any detailed statement of actual 
fiscal methods in America and any comparison with the institu- 
tions of other countries. The exceptions are to be found chiefly 
in Part L, devoted to expenditure, where the necessarily brief 
discussion of theory is pieced out wdth a separate chapter on 
'^some facts.^' In the second part, however, dealing with public 
revenue, the student will, for instance, search in vain for any 
description of actual taxes, whether in the United States or 
abroad. Professor Adams evidently takes for granted that the 
reader is familiar with all such details, and he prefers to dwell 
on the more important matters of principle. It may be queried, 
however, whether he has not gone a little too far in this respect, 
and whether the book would not be still more valuable to the 
general reader, if it contained the essential facts as well as the 
interpretations to be put upon the facts. 

In considering the work in detail the reviewer is obliged not 
only to call attention to the remarkable brilliancy and general 
solidity of the results, but also to attempt the less grateful 
task of noting the shortcomings that are inseparably connected 
with any such comprehensive effort. 

In the discussion of public expenditures, the author brings 
out clearly their dependence upon the stage of industrial de- 
velopment. He lays down the principle that a profitable in- 
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vestment for a state is one which results in raising industry 
to a higher level of efficiency. From this point of view, increased 
expenditure is not necessarily an evil. Attention is also directed 
to the connection between public expenditures, on the one hand, 
and political conditions, as well as social organization, on the 
other. Perhaps the only point lacking in this analysis is a dis- 
cussion of the influence of modern democracy upon expenditures, 
and of the gradual ascendency of the preventive over the re- 
pressive principle in modern legislation. A suggestive section 
compares the English with the (lerman view of expenditures, 
with the conclusion that the English writers did not need any 
definite theory, because their conception of the stale implied a 
fixed limit to governmental functions, while the more extreme 
German economists erred in setting up too strong a presumption 
in favor of the state. Professor Adams’s position li(‘S midway 
between the extremes of laissez faire and socialism. 

In (chapter III. an attempt is mad(^ to classify expenditures in 
accordance with governmental functions. The classification 
adopt'd is that of protective,” ^‘commercial” and develop- 
mental” functions, including under the latter head expendi- 
tures for education, recreation, public investigation, mainte- 
nance of equitable conditions for tlie prosecution of private busi- 
ness and development of the physical basis of the state. It may 
be conceded that the particular classification adopt(‘d is not of 
so much importance as the method pursued in dealing with the 
principles themselves; but classification may emphasize or 
obscure principles, and the scheme employed by Professor Adams 
may, perhaps, be subject to criticism. Why, for instance, should 
the outlay for reformatories be called ^‘protective ” and that for 
schools “developmental ”? Why should expenses for rendering 
justice be termed “protective ” and those for maintaining “equi- 
table conditions ” for private business “developmental ”? Why, 
in fact, are not all expenditures “ developmental ” ? If it be 
claimed that protective expenditures look at the bad in human 
nature, and developmental expenses at the good, how can ex- 
penditures for the factory acts, for railway commissions and the 
like, be put by Professor Adams under the head of “develop- 
mental”? We may, indeed, desire to educate the good impulses 
of the factory owners and the railway managers; but precisely 
the same result is sought to be attained by a well-digested poor- 
law system, or a well-arranged penal system, or a good judicial 
system, all of which are classed under the head of “protective” 
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functions. And why the building of a railway is the exercise 
of a “commerciar' function, while the building of a canal or 
dock is the exercise of a ^^developmentar' function is still 
more difficult to comprehend. In fact, while the whole of this 
chapter on public expenditure is remarkably suggestive, it 
confuses things that ought to be kept separate, and it separates 
things that ought to be united. Moreover, almost the only 
question of principle that emerges from the discussion is the 
tendency of given expenditures to grow larger or smaller. Even 
here it may be queried whether the author gives due weight 
to facts like the tendency of expenses for justice to increase — 
not, as he says, to diminish. The explanation of this tendency 
is not that people grow worse as they become civilized, but that 
the complexity of modern industry is continually augmenting 
the chances of collision of interests and thus creating new classes 
of crime. In this detail Professor Adams has forgotten the gen- 
eral doctrine which he elsewhere so eloquently inculcates. 

In the book devoted to the budget the author keeps closer to 
the beaten track. Attention may, however, be directed to two 
interesting novelties. The one is the series of suggestions looking 
to a reform of the American budgetary system. Professor 
Adams believes that this can best be accomplished, first, by 
the abolition of the committee on appropriations and the assign- 
ment of its duties to the committee on ways and means, together 
with the abandonment on the part of all other committees of 
their right to introduce appropriation bills; second, by the 
abolition of the right of individual initiative of money bills, 
as well as of the right of indiscriminate amendment; third, by 
a closer connection between the secretary of the treasury and 
this new budgetary committee. The reasons advanced for these 
changes, all of which are within the realm of legislative compe- 
tence, seem to be in many respects sound. The other important 
discussion, to which only a bare allusion can be made, is the 
treatment of the theory of accruals as a basis of public account- 
ing. Here not only is the plane of this discussion, as elsewhere 
in the book, an elevated one, showing on the part of the author 
a comprehensive grasp of the principles at issue, but, in addition, 
we have the satisfactory feeling of being in touch with the actual 
practice and the details of real life. 

Part II. deals with public revenue. A section treats of the 
subject of classification, in the course of which it is to be noted 
that Professor Adams recognizes the existence of fees and special 
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assessments, and declares that they deserve an analysis separate 
from the general discussion of taxation. But after this frank 
confession — in which he takes issue with the English writers — it 
is a distinct disappointment to find no further discussion of 
tlu‘se topics. The omission will be deplored, not only by those 
interested in the correlation between legal ideas and economic 
conditions, but also by those who believe that underlying our 
American practice there are some not unimportant questions 
of principle. The treatment of the public domain and of public 
industry, on the other hand, is characterized by much fresh and 
k('en analysis. Occasionally, however, Professor Adams gets 
into difficulties — as, for instance, when he asserts that the phrase 
“(luasi-private price’’ is inapplicable to governmental industry. 
}fis argument is that private prices, as “commonly” competi- 
tive, always seek the maximum profit, while public prices are 
adjusted to the idea of social utility. Nevertheless, not only 
do(‘s he speak, a little later, of the fiscal monopolies of govern- 
ment wliicjli seek to secure only profit, but he also calls attention 
to the private monopoly charges, adjusted to the standard of 
what the traffic will bear. Between the extreme of competitive 
])rivate prices and social public prices there is a broad field to 
which neither term is applicable. This whole analysis is sus- 
ceptible of improvement. Again, while the discussion of the 
j)riii(a])le of charge to be adopted by public industries is excel- 
l(‘nt, it may be questioned whether it is complete, and whether 
tlu' treatment of the post-office, of the telegraph and of the tele- 
phone, for instanc(% might not bo considerably amplified with 
profit. Finally, when it is stated that the industries fit for 
government ownership are primarily those which are subject 
to the law of increasing returns, Professor Adams forgets that 
this law can no longer be confined to industries dealing with 
transportation, but that the field of monopoly, so far as it is due 
to the existence of this law, is constantly growing in modern 
soci(^ty. A more careful analysis would have shown a far greater 
complexity in the relation of the law of increasing returns to 
that of diminishing returns in actual industry. 

We pass over the final book on public credit, where the author 
substantially sums up the well-known conclusions of his earlier 
work on Public Debts, in order to come to what constitutes at 
once the most solid and the most valuable part of the treatise — 
the book on taxation. This occupies 332 out of the 564 pages 
of the work. It is here especially that we see the excellent 
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qualities ot the author and the break with the old English ways 
of regarding the subject, as well as the recognition of the changes 
necessitated by the newer structure of industrial society. The 
discussions of the essential nature of taxation, of the difference 
between the legal and the economic point of view, of the duty 
to pay taxes and of the principle of tax exemption, are at once 
striking and admirable. Not less noteworthy are the abandon- 
ment of the benefit theory of taxation, with all that that implies, 
and the acceptance of the progressive principle. The analysis 
which lead up to the relinquishment, not alone of the doctrine of 
proportion, but also of the theory of the general property tax, 
are as brilliant as they are profound. In one respect, however. 
Professor Adams seems to be laboring under a delusion. In his 
treatment of the general property tax he several times repeats 
the assertion that the secret of its success in the middle ages lay 
in the fact that the tax was assessed not on individuals but on 
the organizations within the town, and that there was thus a col- 
lective responsibility. Professor Adams is here confusing the 
town as a taxing unit with the organization within the town. It 
is true that in England, for instance, the town as such paid its 
firma hureji; but this was in no wise different from the situation 
in modern times, w’here the county or city pays a lump sum 
toward state expenses as its share of the pro])erty tax, or where, 
as in France, certain cities compound for the octroi dutie^s. 
In the mediiBval town, as in the modern American locality, 
this aggregate was distributed directly among the individual 
citizens according to their property. There is no warrant for 
the assertion that there was collective responsibility of any kind 
of a degree lower than the local community itself. Yet upon this 
mistaken assumption Professor Adams subsequently builds 
up a part of his scheme of reform. The only exception to the 
above statement was an arrangement in a part of Spain, an 
acquaintance wuth the failure of which would have preserved 
the author from this curious slip. 

The classification of taxes followed by Professor Adams is 
instructive. He divides them into taxes on income, on property 
as the source of income, and on business as a means of securing 
an income. This is in some respects convenient; but it is no less 
open to objections than are the other classifications which he 
discards. Where, for instance, shall we put a tax assessed on 
the net profits of land? To the extent that it is imposed on land, 
it is a tax on property; to the extent that it hits the income of 
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the landowner, it is an income tax; to the extent that it reaches 
the business of the farmer, it is a business tax — unless indeed we 
arbitrarily confine the term business to non-agricultural enter- 
prises. Agaiti, where shall wo put a poll tax? Moreover, in the 
chapter on incidence, Professor Adams recognizes another classi- 
fication, that between direct and indirect taxes; but he makes no 
attempt to correlate these two distinct criteria of classification. 

The chapter on the shifting and results of taxation is ckvar and 
seemingly convincing. But it may be (lueried whether the 
author has not here se(‘ured clearness and simplicity at the ex- 
pense of accuracy. The conclusion that a business tax is ^‘in- 
din'ct,'’ for all competitive occupations and “partly direct, 
partly indirect,'’ for monopolies is not warranted. It implies 
that every tax upon a competitive industr}" is completely shifted 
to the consumer, wdiile this is far from being the case. Moreover, 
t he author's classification of goods into those produced at uni- 
form cost, those produced at (expanding cost, and those produced 
under conditions of monopoly is not convincing. He forgets 
that a distin(‘tion must be drawn between production at con- 
stant cost and production of various parts of the supply at 
different costs. A (ornpetitive industry may obey the law of 
constant n'turns (that is, it may be possible to produce more 
of thc' article at a proportionally gn^atiT outlay), and yet, under 
dynamic conditions of actual industry, the various parts of 
the supply are always produccnl at different costs, some pro- 
ducers being more (‘fficient than others — else thcTe would be 
no profits. The production of all parts of the supply at the same 
cost, in fact, always implies a monopoly, because monopoly 
profits alone are independent of any marginal producer. The 
d(‘velopment of this idea would take us too far afield; but 
it may be stated that Professor Adams's treatment of shifting 
is not entirely adequate. It must be noted also that he^re again 
only a few broad principles an^ laid down, and that, except as 
regards the tax on land, no attempt is made to apply the prin- 
ciples to the separate taxes. Another point, moreover, in which 
Professor Adams's exposition fails to command assent is his un- 
qualified opposition to productive taxes. Here again he proves 
untrue to the general principle of historic relativity with which 
the rest of the work is permeated. 

Perhaps the most interesting chapters in the book — certainly 
the chapters to which the ordinary reader will first turn — are 
those on “the administrative consideration of taxes" and on the 
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reform of the American revenue system. Professor Adams is 
opposed to a single tax of any kind, as well as to a direct income 
tax. As to the property tax, he advances the now familiar view 
that it should be confined to real estate and that it should be 
levied only by the local divisions. In the case of the corporation 
tax, he points out that net receipts constitute the proper basis 
of assessment, and that the taxation of interstate commerce 
falls naturally to the federal government. This would leave 
intra-state business, as wcdl as inheritances, to be taxed by the 
states, while excises and import duties would fall to the nation. 
The municipal nwenues, he thinks, should be supplemented by 
a tax on municipal monopolies, as well as by one on professional 
incomes, to be assessed on guilds that are to be created for the 
purpose. 

While some of these suggestions are in harmony with the 
present tendencies, — with tlu^ exception of the rather fanciful 
scheme for guilds, which as we have seen, rests upon a misinter- 
pretation of median^al conditions, — the chief criticism to be 
urged is that the whole plan is based on the avowed principle 
that the ^‘government must address itself to the industrial 
property, the industrial i)rocess or the industrial organization, 
rather than to the individual.’^ From the point of view of ad- 
ministrative efficiency or of increased revenue this principle is 
exceedingly important; but it is hard to see how it can be made 
to square with the principle of the citizen’s ability to pay, which 
the author accepts as the fundamental canon of taxation. If 
the property, the process or the organization can be regarded 
as the indirect source of income, well and good. But under 
Professor Adams’s scheme, no such correlation is worked out. 
Corporation taxes, according to him, are to be confined to busi- 
ness essentially public in character; and even here it is not 
shown how the bondholders can be made to pay taxes. Or- 
dinary business taxes are to be limited to a very few occupations, 
assessed by the federal government; and here again, according to 
his theory, the taxes will be shifted to the consumer. Thus the 
owners of some of the chief sources of modem wealth would 
virtually escape taxation; and the criticism which Professor 
Adams urges against schedule D of the English income tax may 
be turned against himself. It is hopeless to expect the American 
farmer to consent to an abolition of the general property tax, 
even in those states where the conditions are ripe for a change; 
just as it is hopeless to expect the American laborer to rest 
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content under an increase of tlie taxes he pays in the shape 
of federal excises, unless we show both the one and the other 
that our proposed scheme of reform is calculated, either di- 
rectly or indirectly, to reach with rough but substantial accu- 
racy the r(‘al earnings of those (^lasses who are to-day fast getting 
into their hands the increment of social wealtli. The earlier 
chapters of Professor Adams’s book deal with problems of jus- 
tice; the later chapt(‘rs with questions of administrative ex- 
pcKiiency; and the conclusions reached from the first point of 
view do not always harmonize with those reached from the 
second. 

We have not hesitated to call attention to the few points in 
which the treatise seems to invite (‘riticism; l)ut all these criti- 
cisms pale into insignificance when compared with the praise 
that must be aecordcnl to the solid merits of the book. It is 
perhaps no exaggeration to say that Professor Adams is at the 
head of those American scholars who have grasped the essential 
spirit of modern industrial life; and it is likewise no exaggeration 
to claim for this volume the distinction of being one of the most 
original, the most suggestive and the most brilliant productions 
that have made their appearance in recent decades. At all 
(went.s, it is safe to asscirt that, in America at least, the publica- 
tion of this treatise marks an epoch in the discussion of fiscal 
problems. We may congratulate ours(^lv('s that we have in this 
country so masterly a representative of the newer and saner 
views as is the author of this remarkable work. 

Shortly after the publication of Professor Adams’s book, 
there appeared a work by one of th(' most distinguished ex- 
ponents of practical tax-reform. In any catalogue of recent 
literature a prominent place must be awarded to a work that 
is at once new and old — the stately volume of Mr. Wells, on 
The Theory and Practice of TaxationA The phrase “at once 
new and old” is used advisedly; for the book is new, in that 
it is the result of the studies and experiences of a long and 
useful life devoted to public interests, and in that it deals with 
ja problem which is perennially fresh; and 3^et the work is old, 
because it restates doctrines that have been associated with 
the name of the author for over a quarter of a century, and 
because Mr. Wells had been so deeply immersed in certain 


' D. A. Wells, The Theory and Practice of Taxation. New York, 1900, 
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parts of the problem that he has been unabk' to turn his atten- 
tion to some of its new(T and more important phases. 

To the merits of the book it is scarcely necessary to call 
attention. Mr. Wells had scarcely an equal in this country 
in the ability to marshal facts from out-of-the-way and recon- 
dite sources in an attractive manner, and to present his results 
in a style so simple and so clear that they are sure of attracting 
the notice of the public; while his long experience in dealing 
with the difficulties of fiscal administration afforded him a 
unique opportunity for approaching the problems from a prac- 
tical standpoint. Moreover, his intense Americanism, and his 
recognition of the fact that in a democracy like ours th(^ legal 
and constitutional asj)e(‘ts of economic problems are of supreme 
importances, always made him careful to (‘all attention to the 
adjudications of the courts and to consider the whole problem 
in the light of possible legal changers. 

All these characteristics of his work are well illustrated in 
the presemt volume. Mr. Wells has ransacked the records of 
fiscal practice, so far as they can be found in tlu^ literature of 
English-speaking countries; he gives fresh and attractive ac- 
counts of the system, or lack of system, as it exists or usc'd 
to exist in countries so unlike as Mexico, Egypt and China; 
he draws upon his own store of rich experien(‘e in connection 
with the system of internal revenue in the United States; and, 
finally, his qiicjtations from the leading tax cases in the states 
and federal courts are so full, and in some respects so well 
selected, that the book possesses a value for the lawyer only 
second to that which it has for the economist. 

Nevertheless, with all its good points, the work is in some 
respects distinctly disappointing. It is not, indeed, written 
primarily for the student, and, therefore, we need not consider it 
as a shortcoming that the author^s acquaintance with scientific 
literature is limited to works in English. But Mr. Wells, as 
is evident from the title, proposed to treat the subject from 
the point of view of theory, as well as of practice. Now, it is 
well known that Mr. Wells was not especially strong in theory; 
and, whatever can be said of the work, no one can accuse it of 
over-precision in systematic treatment. A cursory examination 
of the table of contents will suffice to convince anyone of this. 
Mr. Wells possessed, indeed, so much common sense, such an 
instinct for what was practicable and expedient, that his con- 
clusions are almost always better than his theory. It might 
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almost be said of him that he was often correct in spite of his 
theory, and not because of it. 

His opinions are, as has been stated, precisely the same as 
those that were advanced by him thirty years ago; for the waves 
of recent economic discussion seem to have dashed unavailingly 
against his adamantine convictions. Thus, we still find it laid 
down as a fundamental doctrine that taxation for any other 
purpose than revenue is confiscation. His well-founded fear of 
the use of the taxing power for promoting private, rather than 
put)li(^, purposes drove him to the length of refusing to coun- 
tcaiance the use of taxation for any public purpose other than 
rt'venue. It is significant, however, that we find in the entire 
book no allusion to the theory of high license or to the recent 
practice of American commonwealths in this respect. Mr. 
Wells is such an uncompromising partisan of free trade that 
he cannot afford to accept a principle which would even in- 
directly justify th(‘ imposition of a prot(K;tive duty. 

Again, we finrl among the maxims of taxation our familiar 
friend, the reciprocity or protection theory. It is true that 
Mr. Wells writes rather plaintively: ^‘This assumption, it is 
belicwed, has been endors(*d and a(‘eepted by every writer of 
repute on economic subjects who has discussed taxation, from 
the time of Mont(‘squieu down to a very recent period.^’ In 
the few lines that he devotes to the ‘S^ry recent doctrine, he 
complains that the antagonism to the old theory is wholly due 
to an inadequate comjirehension of the su])ject; but, unfortu- 
nately, he does not aid us to a more adequate comprehension. 
Of a piece with this is the repetition of his familiar opposition 
to the theory of progressive taxation. He is somew'hat hard- 
pressed, however, to find facts to justify his gloomy predictions; 
and, although he docs refer in passing to the results in the Swiss 
cantons, which ^‘are reported to have already verified the 
prophecies of the European economists, he does not attempt 
to explain how it is that the movement is commending itself 
more and more, not only to these Swiss cantons themselves, 
but to the European economists as well. 

» In the discussion of the distinction between direct and in- 
direct taxes we meet the venerable error that direct taxes 
are compulsory and indirect taxes are voluntary — a statement 
the inaccuracy of which has been so often and so effectually 
exposed as to need no further comment here. Although Mr, 
Wells tells us (on page 356) that the British tax system has 
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been immensely improved in the past half century, through an 
extensive substitution of direct for indirect taxes, his opposi- 
tion to any income tax is so strong that on page 516 he for- 
gets what he has said before and approves Mr. Gladstone's 
statement as to the odious character of the impost whic^h 
forms the very basis of the English fiscal system and which 
alone rendered possible the change from indirect to direct taxa- 
tion. 

The last three chapters of the volume are devoted to a re- 
statement of the law of incidence and to the best methods of 
framing a system which will conform to this theory. Our old 
friend, the equal-diffusion theory, is again paraded in new and 
shining harness. Tuciked away, however, on page 597 is a 
little sentence, the import of which must have escaped the 
notice of even the author himself. He says: “It is not, how- 
ever, contended that une<]ual taxation on competitors of the 
same class, persons or things, diffuses itself.’^ Even on the 
supposition of equal taxation, however, the strength of Mr. 
Wells’s position can be gauged by his answer to the question he 
proposes on page 586 : “Would an income tax on a px^rson re- 
tired from business be diffused?” The reply is: “Yes, if the 
tax is uniform on all persons and on all amounts.” For this 
statement the very convincing reason is adduced: “Would 
anyone pay the same price for a railroad bond which is subject 
to an income tax, as he would pay for it if it was free from 
taxes?” It is such essential incapacity to grasp a theoretical 
proposition that has made Mr. Wells’s reputation among 
scientific thinkers rest on other grounds than the ability to draw 
logical conclusions from definite premises. 

Note to 10th ed. The above chapter deals, as stated on p. 543, only 
with the period up to 1900. Since that date a number of significant 
additions to the literature of public finance have been made. We may 
mention in German: B. Fuisting, Die Grundziige der Steuerlehre, Berlin, 
1902 ; M. von Heckel, Lehrbuch der Finanzmssenschaft, 2 vols., 1907-1911 ; 
W. Lotz, Finanzwissenschafty Tubingen, 1917 ; B. Moll, Probleme der 
Finanzudssenschaft, 1924; and the Ihmdhuch der Finanzioissenschaftj ed. 
by W. Gerloff and F. Meisel, 1925; the Hungarian, Bela Foldes, Finanz- 
urissenschaft, Jena, 1920; the Swiss, J. Steiger, Der FinanzhaiLshalt der 
Schweiz^ 4 vols., Beni, 1916, and the Scandinavian, E. Lindahl, Die Gerech- 
tigkeit der BeMeuerung, Lund, 1919; in French, the 7th ed. of Leroy- 
Beaulieu, Traite de la science des finances ^ 1906; the 6th ed. of J^ze, Cours 
de science des finances ^ 1924; L. Suret, TMorie de Vimpdt progressif, 1910; 
in Italian, the 2d ed. of A. Graziani, Istituzioni di scienza delle finame, 
Turin, 1911 ; Lorini, Scienza delle finanze^ 1912; the 3rd ed. of L. Einaudi, 
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It is given to few writers, however, to be strong in both theory 
and practice. Let us be thankful that in Mr. Wells we have a 
man who is not, like so many would-be authorities, weak in both. 

Corso di scienza della finanzaj Torino, 1914; R. Murray, Scicnza pura della 
fmanza, Florence, 1914 ; B. Arduino, Eleinenti di scienza delle finanze e 
dirctto jinanziarioy Brescia, 1914; G. Sensini, Prime linee defmanza ieoreticay 
Laterza, 1917 ; E. Abate, La diversificazione tributaria e Vimposta huI 
reddiiOy Borgo S. Lorenzo, 1918; Salvaton* Majorano, Vimposta jrrogressiva, 
Rome, 1920; the 6th ed. of F. Flora, Manuale della scicnza delle finanze, 
Livorno, 1921 ; the 5th (^d. of F. Nitti, Scienza delle jinmizc, Rome, 1922, 
and M. Fanno, Lezioni di scienza ddle finanze e diretto fimanziario, Padova, 
1923: in Spanish, E. Corlxdla Ah'rany, Teoria economica de los impuestos, 
Barcelona, 1914; F. Bernis, La hxuienda espanola, Barcelona (1917); 
R. M. Magarinos, Contrihucidn immobiliaria, Montevideo, 1914; A. E. 
Bunge, Riqueza y renta de la Argentina, sui distrihucion y su capacidad 
contrihutiva, Buenos Aires, 191 7 ; and E. Jaramillo, La reforrna tributaria 
en Colombia, n. p., 1918. 

In Great Britain there are to be signalized: G. Armitage-Smith, Prin- 
ciples and Methods of Taxation, 1906; W. Kcmnedy, English Taxation, 
1640-17 ffO, 1913; R. Jones, The Nature and First Principle of Taxation, 
1914; J. A. Hobson, Taxation in the New State, 1919; Sir J. Stamp, 
British Incomes and Property, 191(), 2d ed., 1921; The Fundamental Prin- 
ciples of Taxation, 1921 ; Wealth and Taxable Capacity, 1922; and Current 
Problems in Finance and Government, 1925; TI. Higgs, The Financial 
System of the United Kingdom, 1914, and A Primer of National Finance, 
1919; M. E. Robinson, Public Finance, 1922; H. Dalton, Principles of 
Public Finance, 1923 ; and G. F. Shirras, The Science of Public Finance, 1924. 
In the Fnited States we have to note the 4th ed. of Plehn’s Introduction 
(1920) ; R. M. Haig, The Exemption of Improvements from Taxation in 
Canada and the U. S., 1915; and The Taxation of Excess Profits in Great 
Britain, 1920; J. H. Hollander, ]Var Borrouring, 1919; M. H. Hunter, Out- 
lines of Public Finance, 1921 ; J. P. JensbUi, Problems of Public Finance, 
(1924) ; H. E, Lutz, Public Finance, 1924; H. G. Brown, The Economics 
of Taxation, 1924; and sevt^ral studies in taxation by L. R. Gottlieb, pub- 
lished by the Notional Industrial Conference Board, 1922-1925. 



CHAPTER XIX 


AMERICAN REPORTS ON TAXATION ^ 

The history of official attempts to reform the system of 
state and local taxation in the United States may be divided 
into several periods: the early period to 1870; the generation 
from 1870 to the close of the century; the decade from 1900 
to 1910, and the final period from 1910 to the present. 

I. The Preliminary Period 

During the earlier period taxation was light and the tax 
methods wxTe not yet out of touch with industrial conditions. 
The first report to deal with the subject was the the New York 
report of 1832.'^' This was concerned chiefly with the question 
of reimposing a direct tax the abolition of which in 1826 had 
been made possible by the success of the Erie Canal. The 
committee, deciding that public works were not a legitimate 
source of revenue, recommended the reimposition of the direct 
tax. A few years later another committcH^ discussed the problem 
afresh and rendered a report ^ which came to the opposite con- 
clusion. In the next decade a Connecticut report ‘ took up 
the question of method and recommended the taxation of all 

* In the present (ninth) eciition this chapter and its successors have been 
much abbreviated, although the enirit^s have been made more complete. 
Since this chapter originally appeared, a general stud}^ expository rather 
than critical, has been made of this topic. Cf. J. W. Chapman, Jr., State 
Tax Commissions in the United States in the Johns Hopkins University 
Studies, vol. xv (lvS97). 

2 Report of the Committee on Finance on so much of the Governors Message 
as relates to the Finances of the State and the Report of the Comptroller relative 
to Loans. In Senate [of New York], February 28th, 1832, 20 pp. 

® In Assembly (of New York). Report of the Committee of Ways and Means 
on the United States Deposit Fund and on the Recommendations of the Comp- 
troller to levy a Direct Tax, March 12, 1836, 37 pp. This was reprinted as 
Report upon the Finances and Internal Imirrovements of the ^ tale of New 
York, 1838, and issued in New York, Boston, and other cities. 

* Report of the Committee appointed by the General Assembly (of Connecti- 
cut) to inquire into the Subject of Taxation, New Haven, 1844. 

596 



AMERICAN REPORTS ON TAXATION 597 

property at a uniform rate in lieu of the system of classification 
then in force. Seven years later this recommendation was 
successfully repeated by another Connecticut committee.^ 

The only other report of the decade was that of the Charles- 
ton commission." South Carolina, like Connecticut, was still 
under the system of classification, property boin^ taxed at 
different rates according as it consisted of real estate, stock in 
trade, securities, or earnings from professions. The report is a 
vigorous plea for the equal taxation of property, which is 
upheld in a grandiloquent but interesting passage forming one 
of the earliest defenses of the faculty theory: 

‘'Depending on the principle that the degree of protection given to 
property is the measure of taxation, the present system ignores the idea 
of the unqualified obligation of the citizen to the state and institutes a 
reckoning of benefits, a balancing of accounts between them, destructive 
of th(j sentiment of a high, pure, and devoted patriotism. Th(; strength 
and beauty and glory of a people, the life and fortunes of the citizen abide 
in perfect obligation to the staUj and in the degree that both may be re- 
quired for the common welfare, should they be cheerfully accorded/’ 

In the meantime the rapid advance in wealth made the de- 
fects of the existing system more apparent. The New York 
report of 1863 * which is noteworthy also for the collection of 
comparative material, was the first to call attention to the 
^^mass of wealth skulking and hiding from the tax-gatherers.” 
The committee could not see their way, however, to recommend 
the listing system, but had much to say about exemptions and 
the taxation of mortgages. They (Compared the New York 
system to the English ‘‘composed of direct income and excise 
taxation,” which they found too intricate for a young country. 
Two years later a Philadelphia report approved the method, 
followed in Pennsylvania, of subjecting securities to a lower 
rate of taxation."^ Shortly thereafter two state commissions 
of the same coimnon wealth again discussed the problem, ad- 

^ Report of the Joint Standing Committee on Finance upon the Sidfect of 
Taxation, with a Bill in Form, Hartford, 1851, 59 pp. 

^ The Disabilities of Charleston for complete equal Taxation, and the In- 
•fiuences of State Taxation on our Prosperity. A Report of the Committee on 
Ways and Means made to the City Council, Charleston, 1857, 60 pp. 

* Report on the State Assessment Laws by the Joint Select Committee ap- 
pointed by the Legislature of 186^. Albany, 1863, 267 pp. 

* The Report of the Commissioners appointed under an Ordinance of the 
City of Philadelphia to revise the Laws relating to Taxation, Philadelphia, 
1866, 27 pp. 
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dressing themselves, however, to minor points,^ as did a New 
Jersey report of 1868 which seemed to be helpless in the face 
of poor administrative methods.^ In the same year another 
Connecticut commission again recommended, with similar lack 
of success, that a state tax conmiission be appointed.*^ 

II. The Period 1870-1900 

The real starting point of the movement for reform is to be 
found in the well-known double report of the New York 
commission in 1871-72, written chiefly by David A. Wells. 
Not only did it contain a great mass of information as to actual 
facts, but it gave an a(*count of the prevalent legal conditions, 
which is valuable even to-day. Above all, it attempted to 
lay down guiding principles. The })ra(5tical question to which 
the report primarily addressed itself was the taxation of 
personal property. It took the position that in order to tax 
equitably, it is not necessary to tax everything; and it proposed 
to replace the existing tax on personalty by a taxation of 
house rent on the occupier. Significant also was the recommen- 
dation of a permanent central authority to supervise local 
assessors. Important as was its treatment of practical prob- 
lems, the value of the report is somewhat impain^d by two 
defects in theory — the espousal of the l>enefit theory in taxation 
and the defence of the diffusion doctrine of incidence. 

The second important report of this decade is that of Massa- 
chusetts ^ which took issue with the New York commission 
on these two points. The theoiy of protection is shown to 
be inadequate and untrue; and the doctrine of faculty is now 
vigorously defended. The general diffusion theory is denied 
and some strong arguments are presented in opposition. As 
regards the practical question, however, the Massachusetts 

^ Re'pm'l of the Auditor Genera f Secretary of the Commonwealth and State 
Treasurer, on the Tax Laws of the Slate (of Pennsylvania), Harrisburg, 1867. 
— Report of the State Tax Commission, 1868, in Pa. Legislative Documents of 
1868, pp. 345-433. 

2 ^port of Honorable Charles S. Ogden {and others) to the Legislature of 
New Jersey {on Taxation), Trenton, 1868. 

® Report of the Special Commission on Taxation, New Haven, 1868. 

* Report of the Commissioners to revise the Laws for the Assessment and 
Collection of Taxes in the State of New York, New York, 1871, 154 pp.; 
ditto. Second Report, Albany, 1872, 102 pp. 

* ^port of the Commissioners appointed to inquire into the Expediency of 
revising and amending the Laws rdating to Taxation and Exemption there^ 
from, Boston, 1875, 177 pp. 



AMERICAN REPORTS ON TAXATION 


599 


commission sought to uphold the existing system. The New 
York commission's suggestion of a partial substitute for th(‘ 
personal property tax in the shape of a tax on rentals, was 
good so far as it went, but not sufficient. The Massachusetts 
report discerned this shortcoming; but because the commission 
did not see their way to expand the suggestion or to propose 
an additional substitute, they threw over the whole plan and 
maintained the adequacy of the existing system. On the 
other hand the New Hampshire report of 1876,^ followed in 
the main lines of the New York report. 

The next d(‘cade brought with it new problems. In addition 
to the taxat ion of mortgages and of pc^rsonal property in general, 
the public was now t)egimiing to consider the relations of local 
to state r(‘venue, the growing intricacies of interstate taxation, 
and tli(^ cor})()rat ion tax. The New Jersey report of 1880 “ and 
tile (k)nneclicul report of 1881 agreed in najommending both 
th(‘ listing syst(‘m and a system of state control. The New 
York commission of the same year ^ marked the beginning of a 
lunv era liy attackiiig the task confided to them of ‘^providing 
revenues for the stat<' government by a sp(‘cial tax on corpora- 
tions and pai’ticulai* classes of business, and thereby to limit 
th(» general taxc'S to be imposed in the local communities ex- 
clusively for th(‘ support of local governments.’' The other 
states w(‘re not yet pn'jiared for such a step. The New Jersey 
report- of 1883 ’’ contented itself with recommending some 
improvements in tlu* taxation of railroads, and the West Vir- 
ginia commission of 1884 seemed not to know what to do 
with intangil)le property. The Connecticut commission issued 

^ Report of the Legidature of N'ew Hampshire of Hon. George Y. SawyeTj 
Chairman of the Board of Co?nmiss loners to revise, codify and amend the Tax 
Laws of the State and for the Establishment of an Equal System of Taxation, 
(>)iic()rd, 1876, 52 pp. 

2 Report of the Special Tax Commission of the State of New Jersey, New 
Brunswick, 18S0, 27 pp. 

^Report of the Special Commission to inquire into the Conditions and 
Workings of the Tax Laws, New Haven, 1881. 

Decisions, Opinions and Statistics compiled by the Tax Commission with 
their Report, Presented to the Legislative Joint Tax Committee of New York, 
Ali)any, 1881. 

® Report of the Special Committee of the House of Assembly as to the Taxa- 
tion of Railroads and other Corporations in this State, I'renton, 1883, 20 pp. 

® West Virginia Tax Commission, Preliminary Report, Wheeling, 1884, 
48-|-vi pp.-}-45 pp.; West Virginia Tax Commission. For its Final Report, 
(1884), 26 pp. 
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two rather inconclusive reports. In a preliminary report ^ 
they recommend the apportionment of taxes according to 
population instead of property. As this seemed to be too 
radical, however, they fell back, in their final report, ^ upon the 
listing system, although they coupled this with recommenda- 
tions for a state tax commissioner and for the abolition of the 
tax on intangible personalty. The last recommendation led 
to the introduction two years later of the low-rate flat tax on 
intangibles. 

The Illinois report ^ of 1880, although slight in bulk, is note- 
worthy for its advocacy of a divorce of state from local rev- 
enues. The commission suggested that the property tax be con- 
fined to the localities, and that the state revenues be secured 
from corporation taxes. The plan was not entirely new, for a 
New York commission had already advanced the idea a few years 
before; but we now find it worked out for the first time in a 
state of the Middle West. In the same year appeared the 
report of the Baltimore commission ^ which proved to be the 
basis for the state report ^ issued two years later. Each com- 
mission had the good fortune to number among its members 
a student who had given considerable attention to the subject. 
Professor R. T. Ely not only succeeded in inducing the com- 
missions to accept some noteworthy conclusions, but added to 
the city report some independent suggestions and to the state 
document a supplementary report. Advocating a total ex- 
emption of personal property, he proposed the exemption of 
real estate from state taxation; taxes on corporations, and an 
income tax as the (;hief sources of state revenue; a tax on 
real property and on the rental value of business premises as 
the chief sources of local revenue. The most significant parts 
of the report are the detailed criticism of the general property 
tax, and the proposal to utilize for sources of municipal rev- 
enue what Professor Ely termed the natural monopolies.^ 

^Preliminary Report of ike Special Commission on Taxation, New Haven, 
1886. 

* Report of the Special Commission on the Subject of Taxation, New Haven, 
1887, 116 pp. 

® Report of the Revenue Commission, Springfield, 1886, 70 pp. 

^Cf. supra, p. 368. 

^port of the Tax Commission of Baltimore, Baltimore, 1886, 64 d-xlvi pp. 

* Report of the Maryland Tax Commission to the General Assembly, Balti- 
more, 1888, 200 -f- cii pp. 

^ Professor Ely^s supplementary report was subsequently reprinted with 
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Appended to the report is an interesting historical sketch of 
taxation in Maryland. 

Partly as a result of the Maryland n^port, but chiefly as an 
outgrowth of the discontent now manifested in other sections 
of the country as well, tax commissions multiplied. In 1890 
the Maine commission issued its report ^ which contains a 
digest of the legal provisions then in force in the most im- 
portant states on the listing system, ecpialization, tln^ poll tax, 
the dog tax, and the taxation of railways, insurance companies 
and savings banks. 

'Phe commission concluded that the failure to reach person- 
alty might be overcome by requiring sworn detailed inven- 
tories. The value of the ideas may l)e gauged by the statement 
that the single tax on land values is the system which most 
p]uropean countries have adopted. When the present writer 
wrote to the commission for an explanation, the answer was 
that they had learned this fact from one of his own articles! 
P^urther, in discussing the income tax (which they reject) 
they repeat the statement that to tax property and income 
from ])roperty is intolerable as double taxation. The report 
is redeemed, however, by some wise suggestions as to the taxa- 
tion of mortgages, culminating in the recommendation of the 
Massachusetts system. In regard to new taxes, the commis- 
sion propose a collateral inheritance tax, a tax on private and 
special acts passed by the legislature, and an extension of the 
corporation taxes. 

Of more importance is the Pennsylvania commission of 
1890.^ The majority report, while disclaiming arn^ attempt 
to change state taxes, proposed to improve the local system by 
compelling every person to answer a list of interrogatories as 
to his personal property. Furthermore, transportation com- 
panies w^ere to be made liable to local burdens by a tax on the 
average value per mile of the entire property multiplied by the 
mileage in the county. As a result large cities in which the ter- 
minals are of immense value would get no more revenue than lit- 
tle villages. In short, there is scarcely a recommendation in the 
report which does not contradict the teachings of sound finance. 

additions, and published as his well-known work on Taxation in American 
States and Cities, 1888. 

' Report of the Special Tax Commission of Maine, Augusta, 1890, 192 pp. 

* Report of the Revenue Commission appointed by the .. . Legislature 
of Pennsylvania, Philadelphia, 1890, 198 pp. 
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The three minority reports as a consequence savagely attacked 
the majority. The auditor-general proposed that the common- 
wealth trc^asury should assume a further share of the local 
expenses, or that it should relinquish to the counties more of 
its surplus revenues. Mr. Bolles approved of thc^ income-tax 
project to be mentioned in a moment, maintaining that the 
chief revenue of the state should l)e from railroads, and that 
most of the other subjects of taxation should b(» surrendcTC'd 
to the counties. The chief contribution consists of th(^ three' 
papers by John A. Wright, lie laid down twelve principles, 
which may Ixi summed up in the demand for a general income 
tax. His plan was that the state should tax the lU't income of 
corporations, the amount of sah's of all merchants, and the 
gross income of all individuals from trades, proh'ssions and 
occupations. On the other hand, he would have' the local 
divisions tax real estate*, horse's, mule's, oxvn and vehicles, and 
levy certain licenses. 

There are many striking points in Mr. Wright’s papers. His 
s(\athing eaiticism of the majority re‘])ort, his appreciation e)f 
the injustice' of the' property tax, his argument, that re'venue 
and not property shoulel be the basis of taxation, his proof 
that an income tax is really less inquisitorial than a prof)ea'ty 
tax, his grasp of some of the difhculties of interstate taxation — 
all these put his three papers in the front rank of the' literature 
on American finance. On the other hand, whole' subjects — 
such as the eiue^stion of graduated taxatiem, of the distiruitieHi 
between permanent and i)r('carious incomes, and double taxa- 
tion — are ignored. Furthermore, there are evielenetes of im- 
mature, or at all events of not sufficiently penetrating, thought — 
as on the subject of d('bt exemption, on in cadence (where the 
diffusion theory is again dished up); on the protection theory 
of taxation; and on deductions from income. But with all its 
faults, his report is one of the best official documents hitherto 
published. 

As a result of the tax-commission report of 1890, a bill was 
introducc'd in thc' Pennsylvania legislatui’e, but met with op- 
position sufficient to defeat it. It was thereupon proposed by 
one of the senators that representatives of the different interests 
be called together to ascertain the facts and to report a bill. 
As a consequence, twenty-four representatives of agriculture, 
transportation, labor, commerce and manufactures, and tax 
officials met at Harrisburg early in 1892. This conference ap- 
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pointed committees to examine the value of the vapous 
(^lasses of property in the commonwealth; to study the tax 
laws of all the states; and to formulate a statement of prin- 
ciples. The first to render a report was the committee on tax 
laws. This report ^ is valuable chiefly for the tables which 
digest the tax laws of the Union. The cormnittee make but 
few recommendations — generally of a sensible' character. They 
maintain that an income tax will not be equitably levied by 
locally elect('d officials, and that a single tax on land values 
will increase' the ])urelen on the poor. They find the best 
fe'atures of the Pennsylvania system to be the separation of 
the source's of state and local taxation. The lu'xt to report 
was t he' commission on valuation which ^ attempted to as- 
certain actual values by taking the insurance valuations on 
insurable property, and by making special investigations 
through separate agents. 

Repoi'ts on the valuation of railroaels, other transportation 
companie^s, manufacturing corporations and real estate ^ soon 
followe'd. At^ the' conedusion of its laboi’s the conference sub- 
iTiitteel a bill to separates state, county and local sources of 
revenue. Tho state taxes on inheritances, on commissions, on 
munieapal loans and on certain liexuise's, as well as the local 
re'al ('states tax were left unchanged. But the bill transferred 
certain taxes anel fees from the state' to the counties; and the 
tax on horses and (;attl(^ from th(^ counties to the minor civil 
divisions. It also changed the state taxes on corporations. 
Although the bill finally failed to become law, the conference 

^ Report of the Committee appointed to examine the Tax Laws of other 
American Stales and report an Opimionfor or against the governing Principles 
embraced therein, 1892, 18 pp. 

2 Valuation, Taxation and Exemption in the Comynonwcalih of Pennsyl- 
vania. A Report by the Com mission on Valwation and Taxation, Joseph D. 
Weeks, Cliairinan, Ilarrislnirg, 1892, 34 j)p. 

^ Valuation atid Taxation of Railroads in Pennsylvania, Harrisburg, 
1893, 18 app. Selling Price, Assessed Valuation and Taxation of Real 
Estate in Pennsylvania, (1893), 20 pp.; Minor Reports on Street Railroads, 
Canal Companies arid Mortgage Indebtedness (1893). Cf. also; The Niles 
*Tax Bill, An Analysis of its Protisions. By the Chairman of the Tax Con- 
ference, 1893, 15 pj).; Effect of the proposed Revenue Bill on the State 
Revenues. By Josei)h D. Wc(4cs, Chairman of the Tax Conference, 1895, 
18 pp.; An Analysis of the Revenue Bill. ByC. Stuart Patterson, a mem- 
ber of the l\ix Conference, 1895, 23 pp.; Speech of C. Stuart Patterson on 
the Taxation of Railroads, 1895, 24 pn.: and M. E. Olstead. Riter Tax Billy 
1895, 3(3 pp. 
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was a novel experiment, based entirely on voluntary ac- 
tion, and the work was taken up in the proper spirit. If the 
practical results did not amount to much, it is probably due 
to the weakness of human nature and to the inherent difficulties 
of the task. 

In the meantime a few other commissions were at work. The 
Oregon report of 1891 ^ was insignificant with the exception 
that it proposed the abolition of the mortgage-tax law. In 
Boston the situation was so unsatisfactory that two reports 
were issued— the tax committee of 1889 “ recommending an 
inheritance tax and the securing of nwenue from municipal 
monopolies, while the commission of 1891 discussed the prob- 
lems of double taxation and the exemption of personalty.^ 
The New Jersey commission handed in a confessedly imperfect 
report, composed largely of extracts from previous commissions 
and showing that it had not made much independent study of 
the subject.'^ 

Passing over the report of the Iowa commission of 1893 •’ 
which was of little consequence, we come to the report of the 
Delaware commission which consists of two parts. ^ Delaware 
raised its state revenues from corporation taxes and licenses, 
but depended for its local revenues upon the poll tax, the tax on 
real estate, and on a few kinds of tangi])le personalty. The 
farmers desired to reach all owners of personalty. The majority 
report approves of this desire, recomimnids that intangible 
personalty be taxed, that a tribunal be created for equalizing 
county assessments, and that the collateral inheritance tax be 
reimposed. The minority, on the other hand, object to the 
taxation of intangible personalty. Almost the whole of the 
report is an abridgment of the New York reports of 1871-72 
and of the Maryland report of 1888, showing the injustice of 
the general property tax. Although the commissioners syin- 

^ Report of the Special Senate Committee on Assessment and Taxation^ 
Salem, 1891, 10 pp. 

^Boston Executive Business Association. Report of Special Committee 
on Taxation, Boston, 1889, 32 pp. 

^Report of the Special Commission in Taxation, Boston, 1891, 29 pp. 

^ Preliminary Report of the Commission on Taxation made to Governor 
Abbott, Trenton, 1891, 25 pp. 

® Report of the Revenue Commission of the State of Iowa, Des Moines, 
1893, 66 pp. 

• Report of the undersigned Members of the Delaware Tax Commission to 
the General Assembly, 2 parts, Wilmington, 1893, 32 pp., 16 pp. 
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pathize with the complaint of the Delaware farmer, they 
think that under the present system the taxes are ^‘more 
equally distributed than in any other state. 

Moie important ai'e the New York reports of 1893, one ^ by 
the counsel to revise the tax laws, the other ^ by a joint com- 
mittee. The counsel suggest that the information obtained 
from their researches be collated for the use of the public for 
further reference; but in the present report they prefer simply 
to present their conclusions. They object to the ^‘building 
occupancy’’ tax, because the legislature n^fused to adopt it in 
1872; to the single tax, as unequal; and to the incjome tax as 
inquisitorial. They also object to any increase in the corpora- 
tion tax on the ground that this ought to carry with it an ex- 
emption from local taxation, as in Pennsylvania — a plan which 
they think unwise. They oppose a tax on corporate bonds for 
various reasons, and object to local option,” because they 
believe that it simply means taxation of n^alty alone. 

The repoi’t of the legislative committee is more radical. 
They agree in oi)posing the income tax and the principle of 
local option. But they maintain that the taxation of savings- 
bank deposits is undesirable; that th<‘ equalization of taxes 
on personalty would ^Megalize a system of official giuissing,” 
and only intensify the conflict between the local divisions; 
but that a stat(‘ tax on mortgages would be accc'ptable. They 
propose certain changes in the inheritance and corporation 
tax(is and commend the s('paration of state and local revenues. 

We come now to what is perhaps the best of th(‘ reports of 
this pc^riod — that of Ohio.^ Most of the theories advanced 
are in accord with the sounder views, and everywhere an 
endeavor is made to conform to the necessities of practical 
reform. The commission tell us that the “tax-inquisitor” law 
produc^es less than two per cent of the taxes; while intangilde 
j:)roperty altogi'ther pays only nine and four-tenths per cent of 
the state taxes, costing in some of the counties thirty-four 
per cent to collect . They maintain, however, that as the only 
just principle of taxation is that of contribution according to 
ability, an effort must be made to reach intangible personalty 

’ Report of the Joint Cmnmiitee of the Senate and Assembly relative to 
Taxation for State and Local PurixtseSj New York, 1893, 002 pp. 

* Report of Counsel to revise the Tax Laws of the State of New York, Al- 
bany, 1893, 125 pp. 

• lieport of the Tax Commission of Ohioj Cleveland, 1893, 77 pp. 
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in some other way. In a well-devised system taxation must on 
the whole be proportional to income or earnings, and yet the 
direct income tax they think virtually impossible as a state 
tax. Henc(i the necessity of getting at the income indirectly. 
Their solution of the problem may be summed up in a few 
words: taxation of real estate and tangible personalty; an 
inheritance tax, increased and extended; a franchise tax on 
the earning capacity of corporations and l)usiness enterprises; 
and the beginnings of a system of business taxes, through a 
tax on transfers of property, on law procec^dings, etc. Alto- 
gether, the report of the Ohio commission is one of the most 
cheering evidences of the growth of saner and more enlightened 
views on the subject of taxation. 

The next n*port is that of th(^ Massachusetts commission of 
1894.* Although it contains a few good suggestions, it discloses 
little acquaintance with modern views, and is distinctly inferior 
in this respect to that of the Ohio commission. The final 
recommendation is nothing more nor less than the introduction 
of the listing system. This is th(^ sorry outcome of a long 
inquiry. On the other hand, the commission oppose the single- 
tax theory and advocate a graduated inherit ance tax. This was 
fortunately the only proposal subseciuently enacted into law. 
Three years later another Massachusetts commission made 
a report which was a distinct improvement.'^ Like the Mar}"- 
land report of 1888, it shows the advantage's of having a trained 
economist on the commission; for in this case' Professor Taussig 
was doubtless largely responsible for the' w(*ll-considered series 
of recommendations. The report is divided into three parts. 
The first gives an account of the existing tax laws. The second 
which describes the actual workings of th(j system, discusses, 
among other questions, that of the taxation of mortgages. 
The commission declare themselv(‘S satisfied with the situa- 
tion. In the discussion of the tax on personal property they 
show that the classes most regularly and unfailingly taxed are 
live stock in the farming towns and ships and vessels. As re- 
gards the farming towns, the commission conclude that the 
method of taxing both real estate and tangible personalty 

^ A Full Report of the Joint Special Committee on Taxation, Boston, 1894, 
109 pp. 

^ Rep<yrt of the Commission appointed to inquire into the Expediency of 
revising and amending the Laws of the Commonwealth {of Massachusetts) 
relating to Taxation, Boston, 1897, viii., 322 pp. 
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probably works better than would a method of taxing realty 
alone. The commission also defend the tax on stock in trade 
as giving some clew to relative tax-paying abilities. Further- 
more, they look forward to the time, when it may be possible 
to exempt machinery. The taxation of intangible personalty 
they declare to be in a high degree unsatisfactory. The third 
part of the report contains the recommendations. The com- 
mission propose that all securities representing interest in 
property outside of the state be exemi)ted from taxation. The 
question then arises as to the substitute. The income tax is 
brushed aside as inexpedient. The Pennsylvania and Con- 
necticut methods are discussed, but not recommended. In- 
stead, the two new taxes suggested are an inheritance tax, 
and a habitation tax. 

These are the chief points of the report, which represents an 
earnest effort to grapple with the difficulties. Although it had 
little succ(‘ss in shaping legislation, it is one of the clearest and 
strong(‘st papers presented up to that time by any American 
tax commission. 

The intervening y('ars are marked by seven minor reports. 
Three of th(*se are municipal. The city of Chattanooga recom- 
mended a p(Tinanent tax commission.^ Cleveland made two 
reports in which Mr. Angell, the moving spirit of the Ohio 
rep)oit- of 1893, repeated his arguments against the tax-in- 
quisitor law.‘^ The New Jersey commission made a report on 
railway taxation, in which it recommended a relinquishment of 
th(' s(‘Cond-class property tax to the localities.^ Finally, the 
growing int(u*est manifested in the subject is attested by three 
reports of the Illinois and the Connecticut Bureau of Labor 
Statistics, devoted entirely to taxation.'^ 

Most of the reports thus far discussed were those of Eastern 
states. It is significant that toward the close of the century 

^ Report of the Co7mnillee of the Chamber of Comtnerce of Chattanooga, 
Tennem'.e, 07i Assessments and Taxation, Chattanooga, 1895, 22 pp. 

‘ The Ckveland Chamber of Commerce, Taxation, Report of Special Corw- 
rnitlee, 1895, 22 pp.; Taxation, Report of Special Committee, Cleveland, 

1896, 4 pp. 

2 Report of the Commission to investigatee the subject of Taxation, Trenton, 

1897, 130 pp. 

^Eighth Biennial Report of the Bureau of Labor Statistics of Illinois, 
Sprinj^eld, 1894, 2d cxl., 1890; Twelfth Annual Report of the Bureau of 
Labor Statistics of the State of Connecticut, Meriden, 1896; Ninth Biennial 
Report of the Bureau of Labor Statistics of Illinois. Subject, Franchises and 
Taxation, Springfield, 1897. 
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the discontent now spread to certain parts of the West and of 
the South. The Wisconsin commission ^ apologize for their 
unsatisfactory conclusions, on the ground that the time and 
the means at theii* disposal were insufficient to enable them 
to elaborate any general plan of revision. The report contains 
a good account of the origin and growth of the tax system, an 
analysis and ciiticism of present methods, and some sensible 
remarks as to wide-reaching reforms. For the first tirm^ in 
any of the W(^stern states the commission express doubt as to 
the wisdom of th(' general property tax. Yet they shrink from 
recommending any radical changes, for the reason that, “the 
great majority of th(i people are still so nnu^h attached to the 
general property system that suggestions or discussions of 
radical changes would not be acted upon or considered.'’ 

This conclusion is quoted in the report of the Texas com- 
mission,^ wdiich appeared a few months later. The Texas 
commission was by no means so abk^ or so w(dl acquainte'd with 
the literature of the subje(^t as that of Wisconsin, and its ac- 
tivity was limited by the provisions of the ach which made it 
its duty, “to frame a bill or bills calculated to secure an ex- 
haustive and equitable assessment of every species of f)roperty.” 
As a consequence, the report only slightly considers any changes 
which would impair the principle of th(' general property tax. 
The commission search in vain for any changes in the existing 
method which hold forth prospect of success. On the other 
hand the report of the Georgia commission of the same year 
was so radical that it failed of consideration by the legislature 
and so voluminous that it never saw the light in printed form. 

The joint committee of New York after considering al- 
ternative propositions for an increase of much needed revenue, 
finally recommended a tax on mortgages. They proposed to 
abolish the law which provided for the taxation of mortgages 
as a part of personal property both for state and for local pur- 
poses, and to substitute a tax of one-half of one per cent, to be 
levied only for state purposes. It was estimated that this 
would yield about $10,000,000. The proposition gave rise 

^ Report of the Wisconsin Slate Tax Commission^ 1898, Madison, 1898. — 
276 pp. 

2 Report of the Tax Commission created by Act of March 1, 1899y to in- 
quire into the System of Laws and Regulations now in Force affecting the 
raising of Public Revenue^ etc.y Austin, 1899. — 403 pp. 

3 Report to the Legislature of New York by the Joint Committee on Taxation^ 
January 15, 1900. — ^26 pp. 
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to a heated debate. The unintelligent advocates, who believe 
that a tax will always rest at the point of original impact, sup- 
portc'd the proposition on the geiKa^al theory of hitting the 
wealthy who now escape. The unintelligent oppontmts sought 
to show that it would be a burden on the poor man, because 
he puts his accumulations in the savings banks which are vir- 
tually limited in their investments to mortgages on New York 
realty. The real-estate brokers although divided believed that 
th(i new tax would interfere with their business and there- 
fore joined the opposition. In the end the bill failed of passage. 

The prol:)lem of mortgage taxation was also made the subject 
of a Vermont report in the same year.’ The committee, after con- 
sidering the subject from every point of view recommended 
that mortgages ])caring a rate of interest not exceeding 43^2% 
should be exempted from taxation. Any possible decrease in 
revenue would, in their opinion, l)e more than compensated by a 
slight inci'ease in the corpoi-ation taxes. 

This concludes the reports of the period. Everywhere, it 
has been seen, the inadequacy of the general property tax was 
being realized; but a way out of the difficulties was not yet 
clearly perc(‘ived. It was reserved for the next period to throw 
some real light on the topic and to pre^pare the way for constnic- 
tive recommend ations. 

III. The Period 1901-1910 

We have thus far considered the reports of tax commissions 
up to 1900. In the new century we find not only a great in- 
crease' in the activity of such special commissions, but also the 
appearance of periodical reports by permanent tax conmiissions. 
These, it is true, were not entirely absent from the early history 
of st ate finance. Massachusetts had created the office of State 
Tax Commissioner in 1865, Maryland in 1878, and Vermont 
in 1882, — all of them designed primarily to assess certain cor- 
poration taxes. In 1891 New Jersey initiated a State Board 
of Taxation and Indiana a State Board of Tax Commissioners, 
each of which was invested with more important duties than 
the ordinary boards of equalization; and in 1896 New York 
followed with a similar State Board. All of these officials or 
boards published annual reports which were largely formal in 

^ Double Taxation in Vermont. Report of the Special Committee appointed 
to report a Measure for its Relief to the Legislature of 1900^ Burlington, 1900. — 
44 pp. 
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character. With the beginning of the new century, however, 
we note the development of permanent commissions with much 
broader powers, and in whose annual or biennial reports we 
now find the tax problems discussed from a wider outlook. The 
first report w^as that of Wisconsin in 1900, followed l)y that 
of Michigan in 1901. By 1910 nine such commissions were 
in existence and during the next eleven years twenty-five more 
states followed.^ On the other hand, the Idaho commission 
was abolished in 1915, the Florida commission in 1918, and 
the Wyoming commissioner in 1919. 

In most cases they were called simply the State Tax Com- 
mission. In a few states they were known by othc^r names: 
in three “ they were (‘ailed the State Boai-d of Tax Commis- 
vsioners or Board of State Tax (^ommissioiKTs; in seven ^ State 
Tax Commissioner; in one the Stat(‘ Board of Taxes and 
Ass(3ssments; in one ^ Commissioiu'r of (corporations and 
Taxation; in one Board of State Assessors; and in one' the 
State School Tax Commissioner. 

Of these permaiumt tax commissions, the AVisconsin and 
the MiniK'sota reports have becai (‘asiiy the most important. 
Worthy of note also have been those of AA^ashington, West 
Virginia and Michigan, and, in more n^cent years, those of 
Connecticut, Rhode Island and New York. AVe may, however, 
omit any further treatment of this phase of the suV)ject as it has 
now been fully discussed in a recent publication.^ 

^ We append a list of states with permanent commissions with the 
date of appearance of the first report: 1900, Wisconsin; ItK)!, Michigan; 
1902, Connecticut, North Carolina; 190G, West Yirginia, Washington, 
Texas; lfX)7, Alabama; 1908, Minnesota; 1909, Kansas; 1910, Oiiio, Wy- 
oming; 1911, New Hampshire, Oregon; 1912, Arizona, Arkansas, Colorado, 
North Dakota, Rhode Island; 1914, Florida, Georgia, Idaho, Montana, 
Nevada, South Dakota; 1915, Maryland, New Jersey, South Carolina; 
1916, New Mexico, New York, Mississippi; 1918, Kentucky, Missouri; 
1920, Massacusetts; 1921, Delaware. 

2 Indiana, Michigan, and Rhode Island. 

* Connecticut, Georgia, Montana, North Dakota (since 1919), Texas, 
Washington (since 1917) and West Virginia. 

*New Jersey. 

® Massachusetts. 

* Vermont. 

^ Delaware. So called because the proceeds of new personal income 
tax and general corporation tax are to be devoted to school purposes. 

* Harley L. Lutz, The State Tax Commission. A Study of the Develop- 
ment and Results of State Control over the Assessment of Property for Taxa- 
tion^ Cambridge, 1918. — 671 pp. 
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Before we take up the special commission reports of this 
period, it will be well to devote a word to the proceedings of an 
unofficial convention, which did its share in helping to arouse 
general interest in the subject. We refer to the National 
Conference on Taxation at Buffalo.^ The conference was 
attended not only by students of the problem, but by men en- 
gaged in the administration of the revenue laws, as well as by 
representatives of the important interests sul^ject to taxation. 
As a cons(‘quence, the pap(^rs were varied and interesting; and 
the proc('(Hlings were enlivened by an active discussion. Papers 
on general topics were r('ad by such men as Senjitors Garfield of 
Ohio and Bucklin of Colorado, Mr. Judson of Missouri, Mr. 
Seward and Mr. Purdy of New York, and Judge Howard of 
Indiana. The academic element was represented by Professor 
Henry C. Adams, Dr. Max West, Dr. R. H. Whitten, Professor 
Bemis, the author of this volume, and others. The bankers 
were represented by Hon. C. S. Fairchild; the railways, by 
Mr. Davies and Mr. Hines; the insurance companies, by Mr. 
Hoffman and Mr. Fryer; and the fanners, by Mr. Creasy of 
the Pennsylvania Stai(‘ Grange. The conference adopted 
resolutions in favor of tiie avoidance of double taxation and 
looking to (;o-oi)eration among the states. Provision was also 
made for the ap|)ointm('nt of an executive committee, to whom 
should be intrust(‘d the arrangements for the development of a 
permaiKmt organization. 

The first tax commissions to report in the new century were 
those of Colorado and Kansas. Senator Bucklin was responsi- 
ble for the Colorado report, which attracted attention because 
of its advocacy of the taxation of land values.” The commission 
opposed the inheritance tax and had practically nothing to 
say of the corporation tax. But to the extent that they recom- 
mended a constitutional amendment, relaxing the rigid provisions 
on taxation, they secured the support even of those who were not 
prepar(‘(l to go to the length of accepting their entire plan. 

At the Buffalo conference the officials of Indiana advanced 
the claim that their system was far superior to that in the 
other states. The Kansas commission ^ were so much im- 

^ National Conference on TaxatioUy under the auspices of the National 
Cvdc Federation. Held at Buffalo^ New York, May 23 and 24, 1901 . — 185 pp. 

Report of the Revenue Commission of Colorado, Denver, 1901 . — 62 pp. 

® Report and Bill of the Kansas State Tax Commission, Topeka, 1901. 
— 113 pp. 
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pressed by this contention that they decided to recommend 
the adoption of the Indiana method of taxing corporations. 
While the commission still cling to the general property tax, 
some of the discussions at Buffalo, especially those relating to 
the taxation of mortgages, evidently bore fruit; for the com- 
mission tell us that this ^‘is another illustration of that curious 
shifting of the burden of taxation, which we are just l)eginning 
to understand.” 

The report of the West Virginia commission ^ shows un- 
mistakably that they profited by the Buffalo Conference. The 
preliminary report contents itself with putting the recom- 
mendations for and against changes in the methods of taxation 
in a fair and lucid way. In the final report ^ the commission 
maintain that the best plan is to abandon the attempt to assess 
intangible personal property. Tlu'y (X)nfess, however, that 
under the constitution, this is impracticable. While waiting 
for an amendment, they recomimmd that the system of de- 
duction for debts be extended to intangible personalty, that 
mortgagees be exempted, and that the separation of sources be 
introduced. 

The Vermont report ^ confines its attention to the discussion 
of corporations and the grand list. The volume contains a 
concise history of the tax on each kind of (corporation, with a 
recommendation to introdu(ce a progressive rate into the 
earnings tax. The grand list is declared to be in a very unsat- 
isfactory condition, not representing by any numns the true 
cash value of either real or personal property. This statement, 
however, is followed as an anticlimax by the recommendation 
of a board of ecpialization as a remedy. It is evident that the 
economic conditions in Vermont were not yet those of a de- 
veloped industrial state. 

The Minnesota commission ^ tell us that in “passing to the 
assessment of personal property, we enter a fieM of confusion 

^ Preliminary Report of the West Virginia State Tax Commission^ 1902. 
Charleston — 15 pp. 

2 Preliminary and Final Report of the West Virginia State Taxation Com- 
mission, 1902. Charleston — 78 pp. 

® Special Report of the General Assembly {of Vermont), 1902, relating 
Taxation of Corporations and Inditiduals. By the Commissioner of State 
Taxes. Burlington, 1902. — 134 pp. 

^Report of the Tax Commission of Minnesota created by Chapter 13, 
General Laws of 1901, for the purpose of framing a Tax Code. St, Paul, 
1902,-223 pp. 
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worse confounded.” Their recommendation is a half-hearted 
proposal of the listing system. They suggest, however, the 
separation of state and local revenues and have something to 
say about an inheritance tax. The one striking proposal in the 
report is the suggestion of an income tax. 

The Missouri report ^ is a modest one. The commission 
hold that the defects of the general property tax may be cor- 
rected by requiring the assessor to put into separate ciolurnns 
actual and taxable values. If, howeven', this doeis not accom- 
plish the results anticipated, ^‘it certainly can be no worse in 
practice than the system now in vogue.” The existing system 
is so bad, we are told, that any attempt to present statistics 
on the subject would be useless. Missouri, also, it is clear, had 
not quite reached the point where it was ready to face the real 
difficulties of the problem. 

The report of the Nenv Jersey commission of 1905 deals 
almost exclusively with railways. They recommend that the 
rate on the main-stem property be increased and that the 
second-class property, although still assessed by the state 
board, be taxed at the full local rate for the benefit of the lo- 
calities. Their recommendation was adopted by the so-called 
Duffield act of 1905. But this did not satisfy public opinion, 
and in 1906 the system was again changed in several respects.*^ 

The conditions in Ontario, Canada, were so similar to those 
obtaining in our states that the prol^lems of taxation were 
closely analogous. The commission appointed to consifier the 
railroad taxation accordingly made a study of the situation in 
the United States. The report (which, it is understood, was 
written by Professor Short) is an able presentation of the 
subject, giving a survey of the various systems employed and 
concluding that the best method is to tax railroads on gross 
receipts. 

The Oregon report ^ devoted its attention to the plan whereby 

^ Report of the State Tax Commission of Missouri, 1903. Jefferson City. 
— 3.5 pp. 

2 Report of the Commissioners appointed to investigate the Subject of Taxa- 
tion in New Jersey. Trenton, 1905. — 170 pp. 

^ Cf. supra, p. 174. 

^ Report of the Ontario Commission on Railway Taxation, 1005. Toronto, 
1905.— 219 pp. 

Report of the Board of Commissioners apjminted under the Provisions of 
chapter 90, law of 1905, for the purpose of examining ami reporting on Matiers 
of Assessment and Taxation. Salem, 1906, — 332 pp. 
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state expenditures were to be defrayed by contributions im- 
posed upon the counties in proportion to local expenditures 
instead of local valuations. This project was, indeed, not 
carried out, for reasons that have been mentioned elsewhere.^ 
The commission conclude that it is impossible to reach per- 
sonalty by the present method of taxation and suggest that 
personalty should be reached by a system of state taxes on 
corporations. 

The California commission was fortunate in securing as 
secretary Professor Plehn, who is described in the report as 
an expert on taxation and publics finance.^^ This resulted in 
a report which is one of the best proportioned documents that 
have 3 ^et emanated from any of our states. The commission 
issued a preliminary report “ submitting its tentative rec- 
ommendations to criticism. The final report contains some 
not unimportiint alterations, and shows the inequalities in the 
assessment of real estate and the failure to reacdi personalty. 
The commission think that the first step in reform is to bring 
about a separation of the sonnies which they propose to ac- 
complish by secairing the state revenue from taxes on corpora- 
tions. They take up in turn the various classes of corporations 
and discuss the principles involved in the taxation of eacli 
class. In fact the report may be declared to be a treatise on 
the taxation of corporations. Tlu^y suggest, as to railways, 
the tax on gross earnings in preferenc^e to the Michigan-Wis- 
consin ad valorem plan. When the (*onstitutional amcaidnient 
suggested by the commission was defeated in P)()8 they pro- 
ceecled to prepare a new amendment, providing for a complete 
separation of state and local revenues, the state revenues to 
be derived from taxes on the gross receipts of corporations, 
together with taxes on banks, and franchisees in gcenceral. They 
again called attention to the defcc’ts of the general property 
tax, the real meaning of separation, and the objects of the new 
scheme.^ The commission made out so good a case that the 
amendment was adopted in 1910.^ 

' CJ. 5wpra, p. 363. 

* Preliminary Report of the Commission on Revenue and Taxation of the 
State of California, August, 1906. Sacramento, 1906. — 71 pp. 

* Report of the Commission on Revenue and Taxation of the State of Cali- 
fornia, 1906. Sacramento, 1906. — 296 pp. 

* Report of the Commission on Revenue and Taxation. Sacramento, 1910. 
-77 pp. 

*C/. supra, p. 372. 
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The Missouri commission ^ were a unit in agreeing that the 
first step in tax reform is a separation of the sources. They 
therefore discmssed this proposition only, showing its ad- 
vantages and recommending the adoption of a constitutional 
amendment to ]-ender such a separation possible. In accordance 
with this recommendation, a bill proposing a constitutional 
amendment, wliich provided for the possibility of local option 
in taxation, was introduced into the legislature, and was sub- 
sequently enacted into law. 

The Massa(jhuH(d.ts committee ^ apart from two brief pas- 
sages, in which they suggest the broadening of the collateral 
into a direct, inheritance tax and the imj^osition of a tax on the 
transfer of stocks, devote their report to the taxation of cor- 
porations. In the treatment of this sul)ject the committee 
must be regarded as a continuation of the committee on cor- 
poration laws of 1902. The report of that committee led to 
the law of 1903, which split the corporation tax into three 
parts, dealing separately with street railways companies, other 
public-service corporations, and commercial and manufacturing 
corporations in general. The system of taxing the corporate 
excess,’’ as it was called, had given rise to much discontent. 
The new committee content themselves with minor suggestions 
for the reason that in their opinion “the method now in opera- 
tion in i\Iassachiisetts in superior to the methods in operation 
in the largest and most progressive of the other states.” Two 
minority reports, one on the taxation of intangible personalty, 
the other on the general tax system, dissent from these con- 
clusions. 

The report of the New York tax commission ^ of which the 
writer was a member, seeks to attack fundamental problems. 
New York had by this time almost rea(*hed the separation of 
state and local revenues. The first series of questions discussed 
in the report pertain to the state revenue. While two of the 
state taxes — those on inheritances and on corporations — existed 
in a few other commonwealths, New York possessed other 

^Special Mesmge of Governor Joseph W. Folk, concerning Reform in 
Taxation, including a Report of the Tax Commission, January 17, 1907. 
Jefferson City, 1907. — 1 1 pp. 

2 Report of the Joint Special Committee on Taxation, appointed to con- 
aider the Expediency of Legislation in amendment of or in addition to the 
General Laws relating to Taxation, January, 1907. Boston, 1907. — 136 pp. 

^Report of the Special Tax Commission of the State of New York, trans- 
mitted, to the Legislature, January 15, 1907. Albany, 1907. — 189 pp. 
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taxes of importance like the liquor-license, the mortgage-re- 
cording tax, and the stock-exchange tax. The stock-exchange 
tax is discussed in the light of a proposition to extend it to 
produce and other exchanges. The fullest treatment is ac- 
corded to the inheritance tax. The commission recommend 
the adoption of a system of graduation with rates considerably 
higher than exist, anywhere else. The three fundamental prob- 
lems are declared to be the relation of state and national 
taxation; the relations of state and local taxation; and the 
reform of local taxation. As regards the first point, the com- 
mission discuss the situation in the light of the utterances of 
President Poosevelt, recommending national income and in- 
heritance taxes. Opposition is shown to the suggestion of a 
federal inheritance tax on the ground that it would deprive 
the states of one of the chief moans of securing tax reform. 
Attention is also called to the growing evils of double taxation 
arising from interstate complications. The commission rec- 
ommend the cremation of a permanent body to deal with such 
problems. 

When they approach the relation of state and local revenues 
the commission distinguish between the separation of source 
and the division of yield, ^ suggesting that the state levy 
high taxes on special kinds of property or business and turn 
over some of the surplus to the localities. The final point to 
which the commission addressed themselves was the reform of 
local taxation. Here the commission were unable to agree, 
although they did unite in a scathing arraignment of the 
present system. A supplementary report recommends a 
more rigorous enforcement of the existing law. A second 
supplementary report proposes an income tax; while the 
third argues against both of the preceding suggestions and 
recommends the adoption of a local-option scheme in order to 
replace the personal property tax by a graduated habitation tax. 

In the following year 1908 no less than six reports appeared. 
The first was that of Massachusetts." The report of the 
committee of 1907 had been so inadequate that the new 
commission was given a broad scope. After discussing 

^ Cf. suprQy p. 305. 

2 Report of the Commission on Taxation to investigate the Subject of Taxor- 
tion and to codify, revise and amend the Laws relating thereto. Boston, 1908. 
—234 pp. 

® Cf. supra, p. 615. 
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some questions connected with the distrilmtion of the corpora- 
tion tax, the commission deal with the personal property tax. 
Statistics are presented to show the breakdown of this system 
in Massachusetts and elsewhere. The proposed remedy is the 
adoption of the Baltimore plan of taxing securities at a low fiat 
rate. Accordingly they recommend a constitutional amendment 
to permit classification, and also urge an increase in the powers 
of the state tax commissioner over local assessors. 

The Ohio commission ^ present an outline of the existing 
system, including the Nichols, the Willis, and the Cble laws 
applying to corporations. The chief inequalities which they 
dis(*uss are those among owners of real estate; among owners of 
personal property; between individuals and corporations; and 
among corporations. Their principal recommendations are a 
constitutional fimendment to permit classification; the es- 
tablishment of a state tax board; a more frequent app)raise- 
ment of real (\state; the separation of state and local revenues; 
and publicity in taxation. A few years later some of their 
recommendations were adopted. A state tax commission was 
established, the decennial real estate assessment was changed 
to a quadrennial assessment, and provision was made for 
sending to eacli taxpa3nir a printed cop3^ of the real estate roll. 

Shortly then^after followed the report of the Louisiana com- 
mittee.*^ They were forced, we are told, to the conclusion that 
genc'ral property tax system, ])ased on a constitutional re- 
quirement of equality and uniformity, is vicious and leads to 
the grossest inequalities and injustice.^’ The^’^ therefore recom- 
mend a constitutional amendment to permit classification; the 
separation of state from local taxation, which they consider a 
^‘fundamental principle^'; the creation of a permanent tax 
commission; the exemption of mortgages; the imposition of a 
true inheritance tax; the taxation of salt, sulphur, petroleum 
and gas mines, according to gross product; the separate assess- 
ment of land and improvements; a corporate franchise tax; and 
a cotton-future stamp tax. Finally, they oppose the existing 
license taxes. Three concurring reports are made by individual 
members; one on home rule in taxation; another on the taxation 

' Report of the Honorary Commission appointed by the Governor to in- 
vestigale the Tax System of Ohio and recommend Improvements therein, 
Columbus, 1908. This report appeared in two versions, one of 62 pp., 
including a letter of the Governor, and one of 64 pp., without this letter. 

* Report qf the Tax Commission of Louisiana. Baton Rouge, 1908. — 36 pp. 
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of mortgages; and a third on the necessity of the constitutional 
amendment. It would be difficult to find in any other recent 
report so much valuable information packed into so little com- 
pass. 

Toward the end of the year appeared the reports of three 
more New England states. The Vermont commission ^ b(\gin by 
assenting: ^^undoubtedly there is in the state a widespread Ixdief 
that there is something radically wrong with our i)resent system 
of taxation.’’ Th(\y declare, howevc^r, that any drastic; change 
in the system should he ai-tempted only after a moi*c' thorough 
investigation. Their chief recommendations comprise^: a tax 
commission; the separate appraisal of land and })uildjngs; the 
abolition of the powca* to offset d(*bts; a dirc'ct inlu'ritance tax; 
the abandonment of tlu^ distinction in the treatment of share's of 
dome'stic and foreign corporations; and the rediudion of the 
savings ))ank tax. One'-half of the; c'ommission also rea^ommend 
the adoption of the Baltimore plan. A minority obj('(*t to the 
flat-rate plan, and re'e'ommeiid a graduated ine'ome; tax. 

The Maine commission - tell us that listing laws are a failure. 
They consider the que\stion of s(‘f)aration of state' and local 
revenues, but conclude that, notwithstanding its advantage's, 
^Ho raise all our re*veiiue by taxing franchise's would te'iid to 
(extravagant legislation.” Thc'y prefer a taxation of corpora- 
tions on the ad valorem basis; and sugge'st. an inlu'ritaneee' tax, a 
reduction of the bank tax, and an abolition of the retaliatory 
provisions in the insurance taxe'S. They we'leeome the adoption 
of the Baltimore plan for the taxation of mortgages, and warmly 
espouse the creation of a permanemt tax commission. Finally, 
they pay some attention to the legal pro])lems connected with 
the assessment of wild lands and refuse to recommend a stump- 
age tax on timber lands. 

The New Hampshire report consists of two bulky volumes — 
the report proper and an apix'ndix, wliich comprises all the' tax 
laws from 1641 to the present. The commission point out that 
^‘virtually no regard whatever is paid to the law requiring 
sworn inventories to be returned to the assessors.’^ Their 

^ Report of the Commission on Taxation of the State of Vermont. Mont- 
pelier, 1908. — 115 pp. 

^Report of the Maine Tax Commission. Waterville, 1908. — 91 pp. 

® Report of New Hampshire Tax Commission of 1908. Coneionl, 1908. 
— 326 pp. Appendix to Report of Tax Commission of 1908. Taxation in New 
Hampshire, Concord, 1908. — 300 pp. 
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language is not always courteous, as when they quote an ex- 
governor of West Virginia as asserting that the tax laws of Ohio 
are the most i:ubecilo and jackassical of any in the country.” 
They do not like the Baltimore plan because ''in spite of the 
tc'inptation to be honest held out to the citizcms of Maryland, a 
good i)roportion of the intangible property taxes is a figment of 
tile assessors. If they are to guess at all, it might as well be for 
the larg(T rate as for the smaller.” They nicommend the sep- 
aration of state and lo(‘al revenues and the (exemption of money 
and credits. Th(y propos(‘ a direi^t inluTitance tax; take ex- 
cerption to the Massachus{‘tts plan of taxing corporations; and 
suggest a tax based uiion a (japitalization of net income. The 
poll tax, the}^ think, ought to be refornu'd by being made a fixed 
tax inste^ad of ])(‘ing tr(‘ated as a part of the property tax. 
kdnally, a strong argument is made for a permanent tax com- 
mission. A separ<ate reriiort- on railway taxation is written by 
one of the commissione'rs, discussing in detail the various meth- 
ods utiliz(‘d in the l]nit(*d States. 

It will peiiiaps not be amiss to join to the reports of the 
preceding states that of the Hawaii commission.^ The problems 
of Hawaii arc^, of courser, v(‘ry different from those existing on 
the continent, for as th(r commission point out, “industrial life 
is not (^omplicat(rd as y(rt; and it is not (rasy to evade taxes on 
personalty nor difficult to find the property itself.” The real 
problems of Hawaii an* those of the real estate tax, of the "en- 
t('rprise-for-profit” tax, and of the income tax. The com- 
mission recommend an assessment of real est.ate for three years; 
and the abolition of the eight-y(rar rental system, wh('r(‘by the 
selling value of houses is (rstimeted at eight times their actual 
rental valu(‘. On th(‘ other hand, they do not recommend the 
abolition of the. tax on growing crops, nor of the enterprise-for- 
profits tax. h'inally, the commission suggest certain amend- 
ments in the inheritance tax and uphold the poll tax. The re- 
port is interesting as showing the influence of economic envi- 
ronment upon fiscal syst(*ms. 

In 1909, we find three reports. The Delaware commission ^ 
.call attention to the fact that the state has a system of separa- 
tion in force. But the dissatisfaction is still pronounced. In the 

1 Report of the Tax Commission to the Governor of Hawaii^ June 30, 1908. 
Honolulu, 1908.™ 87 pp. 

2 RejHwt of State Revenue and Taxation Commission of the Joint Assembly 
of the State of Delaware^ January 5, 1909, Dover. — 83 pp. 
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first place, the state business and occupation taxes are entirely 
too crude. The eominission suggest in their stead the Ontario 
business assessments. They also recommejid an inheritance 
tax, an increase of the license tax, and the securing of revenue 
from the o>^ter beds. In theory they believe the fairest tax 
would he, that upon incomes but are dubious about its prac- 
ticability. Finally, they propose the creation of a permanent 
tax ]>oard. A series of appendices gives a history of taxation in 
Delaware and a survey of the existing laws. In their final 
report of the next year ^ they content themselves with repeating 
most of tlu‘ir pre'vious recommendations. 

The Kentucky commission “ was divided into two groups : the 
Advisory Commission, to make nHommendations, and the 
Tax Coimnission, to frame legislation. The commission as a 
whole r(‘port(Hl that the Kentucky system is inadequate for 
four rc'asons: “First, it does not produce sufficient nwenue; 
second, it places an undue portion of the public burden on some 
classes of property; third, it has resulted in driving and keep- 
ing from tlie state a large amount of capital; fourth, it produces 
evasion, dishonesty and perjury, encourages contempt for the 
law and 1ow(ts the moral standard of our people.^^ The recom- 
mendations are a constitutional amendmemt permitting classi- 
fication; a p(n*man('nt tax commission with large powers; and 
the separation of state and local revenues. 

On a preceding page ^ we called attention to the report of 
the Massachusetts commission of 1908. The Supreme Court 
was asked whether the proposed three-mill tax would be con- 
stitutional; and when they reported in the negative, the General 
Court agreed to a constitutional amendment to permit such 
classification. Thereupon a special commission was appointed 
to consider the question and the arguments on either side were 
summed up by Professor Bullock ^ and Mr. Matthews. •'" After 

^ Report of the Delaware State Revenue and Taxation Commission. Dover, 
1910.— 13 pp. 

2 Tax Revision, State of Kentucky, Tax Commission, Advisory Commission. 
Frankfort, 1909. — 45 pp. 

^ Supra, p. 616. 

^ Argument in Favor of the Proposed Constitutional Amendment permitting 
the General Court to classify Property for the Purposes of Taxation. By 
Charles J. Bullock for the Taxation Committee, Boston Chamber of Com- 
merce, October 26, 1909. — 58 pp. 

** The Proposed Amendment for the State Constitution. Argument of the 
Remonstrants. By Nathan Matthews, Boston, 1909. 
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an examination of the arguments adduced by Professor Bullock 
and his associates the commission conclude against the proposi- 
tion.^ They contend that ‘^whatever the shortcomings of the 
present system may be, the evils likely to be produced by the 
proposed remedy would be far worse/^ These objections they 
sum up as follows: first, the three-mill tax would cause economic 
disturbance by unsettling values and encouraging capital to 
seek foreign investment; second, it would cause financial dis- 
turbance by reducing revenues; third, the power of classification 
might be used to introduce a multitude of special taxes with 
various rates, thus threatening the stability of values; fourth, 
the desire to secure legislative favor, in the form of reduced 
taxation would produce constant agitation; fifth, the passage 
of the amendment would open the door to the enactment of 
unjust, discriminating measures, designed to penalize wealth. 
This report was sufficient to kill the movement for classifica- 
tion. 

IV. Municipal Tax Commissions 

Before we proceed to the last period of state tax reports, it 
may be profitable to say a few words about the municipal 
reports. The municipal reports on taxation are of compara- 
tively recent date. The early reports “ have bec'u referred to 
above. By the opening of the twentieth century, however, the 
question of taxation in our large cities assumc'd important 
dimensions. In Chicago, the committee on public affairs of 
the City Club selected the municipal revenue system as the 
most outstanding topic to be studied, and Professor IVIerriam 
was chosen to undertake the investigation. His report is one 
of interest and value.^ It is divided into four parts, treating 
respectively of the developmi'nt of the Chicago rev(mue system 
since 1871; of the revenue systems of Aim^rican and foreign 
cities; of the present revenues of Chicago; and of some general 
questions of reform. The report is clear, succinct and suggestive, 
not only containing an acute analysis of present evils, but also 
disclosing a familiarity with modern literature. The field 


' Report of the Commission appointed under the Promsions of Chapter 1^2 
of the Resolves of 1909, to investigate the Laivs relating to Taxation. Boston, 
1909.-80 pp. 

* Supra, pp. 597 and 607. 

^Report of the Investigation of the Municipal Revenues of Chicago. By 
Charles IMward Merriam. Chicago City Club, 1906. — 161 pp. 
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covered is so broad that it would be impossible to make any 
intelligent comments without virtually writing a treatise on 
public finance. Suffice it to say that this report gives not only 
an admirable systematic survey of conditions as they exist but 
also interesting suggestions for improvement. 

In Now York the situation was somewhat better than in 
Chicago because of differences both in the law and in the ad- 
ministration. But here also many complex questions led 
to the appointment, in 1905, of an advisory commission on 
taxation and finance. The commission was divided into three 
committees. The committee on taxation and revenue made a 
number of reports.^ Among them is a statistical study of the 
municipal revenues of London, Paris and Berlin, as well as a 
report on uncollectible taxers and the abuses that have arisen 
in connection with the issue of corporate stock, for arrears of 
taxation. The recomincaidations of the committee were sub- 
sequently enacted into law. The (‘hief reports dval with the 
administration of the personal property tax, which is shown 
to be a complete farce. A little later in the year the other com- 
mittees on the city debt and on the system of accounts and 
statistics made their reports.^ 

It was found impossible, on account of New York^s enormous 
debt, to proce(»d with the rapid transit schemes, as the con- 
stitution limited the debt to ten per cent of the assessed valua- 
tion of real estate. A considerable part of the debt was, howev(T, 
only nominal, as the income from water rates, dock rents, and 
subway leases were more than sufficicait to pay the interest. 
The commission therefore proposed a constitutional amend- 
ment which, while exempting from the terms of tlui limitation 
bonds issued for self-supporting enterprises, would provide a 

^ Advisory Commission on Taxation and Finance^ Committee on Taxation 
and Revenue; Reports submitted at meeting of May .9, 1905 (New York, 190t5. 
— 43 pp.); Report of Mr. Purdy on the Personal Property TaXy 1905 (New 
York, 1905. — 31 pp.); Report of Commmitlee on Taxation and Revenue-y 
December, 1905 (New York, 1905. — 37 pp.); Report of Comynittce on Taxa~ 
tion and Revenue on Personal Property Taxation, 1907 (New York, 1907. — 
9 pp.). 

2 Advisory Commission on Taxation and Finance. Report on the City Debt 
in its Relation to the Constitutional Lwiit of Indebtedness. Containing a 
Proposed Amendment to Section 10 of Article VIII. of the State Constitutiony 
April, 1907. — 14 pp. Report on the System, of Accounts and Statistics of the 
City of New York, June, 1907. — 25 pp. Report of Committee on Taxation, 
and Avenue on Collection of Arrears of Real Estate Razes and Assessments, 
Dec., 1907. — 33 pp. 
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nearly automatic plan whereby, should such an enterprise ever 
become non-supporting, the bonds issued to defray its cost 
would immediately be counted in estimating the debt. The 
report on the col Unction of arrc'ars called attention to the in- 
adequacy of existing methods and suggested as a remedy the 
creation of tax liens. This suggestion, also, like the preceding 
one in reference to the debt, soon became law.^ The report on 
statistics and accounts was not so far-reaching, but some of 
the suggestions w(‘re taken up independently by the Bureau of 
Municipal Research, which subsequently succeeded in revolu- 
tionizing the budgetary procedure and the city’s method of 
accounting. In 1908 the commission made its final report,^ in 
which it recounb'd what had be(‘n accomplished. 

Unofficial aid in the study of New York tax problems was 
rendered by the Chamber of Commerce, through its committee 
on state and municipal taxation. Beginning with the new 
century, there appc'arc^l in rapid succession in scarcely more 
than a year five n'ports pre[)ared under the chairmanship of 
the Hon. G, II. Seward,'^ They contain an account of the ex- 
isting system of taxation in New York but an^ not quite in 
harmony witli th(^ plan of Governor Odell, who was at the time 
s(‘eking to i*ealize the project of an independent source of rev- 
enue for state purposes. During the next few years the topic 
uppermost, in public discussion was the taxation of mortgages. 
We find ac(;ordingly several reports d(‘voted to this subject.^ 
In the preceding pages ^ we called attention to the proposal of 
the committee of 1900. After long agitation, a law was enacted 

^ The tax-lien law was enacted in 1908; the constitutional amendment 
affecting the d('l)t limit was adopted in 1909. 

2 Advisory Commission and Finance, Final Report, October, 1908. — 
U)1 pp. 

^ Report of the Commiltce on Stale and Municipal Taxation of the Chamber 
of Commerce of the City of New York. Submitted October 4, 1900. New York, 
1900. — 36 pp. Do. Submitted December ^0, 1900 . — 12 pp. Do. Submitted 
January 3, 1901. --12 pi). Do. Submitted May 2y 1901 . — 14 pp. Do. Sub- 
mitted December 5, 1901 . — 4 pp. 

'* Reports of the Committee ou Stale and Municipal Taxation of the Chamber 
of Commerce of the State of New York: Report on the Slrannhan Mortgage 
Record Tax^ 1902; Report on the Corporation Tax Bill, 1902; Report on a 
Plan for reducing Taxation, 1902; Report on the Taxation of Mortgages, 1902; 
Report on the Taxation of Mortgages, 1903; Report on the System of Taxation 
of New York, 1903; Report on the Taxation of Mortgages, 1904; Report on 
Tax Measures pending in the LegiskUure, 1905; Report on the Taxation of 
Mortgages, 1906. 

® Supra, p. 608. 
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in 1905, exempting mortgages from the property tax, assessing 
them at a special low flat-rate property tax, and providing for 
an adequate enforcement of the new measure. This led to 
such an agitation that, in ]906, the annual tax was replaced by 
a recording tax. The reports of the committee of the Chamber 
of Commerce helped to bring about this result. 

Of perhaps more influence in securing the repeal of the annual 
mortgage tax was a r(‘port publisheti by the New York Tax 
Reform Association, and prepared by the secretary, Mr. Law- 
son Purdy. ^ In order to settle the question, Mr. Purdy select(Kl 
certain counties in New York and adjoining counties in Massa- 
chusetts, where mortgages have been exempted from taxation 
since 1881. He also chose certain counties in Pennsylvania 
where mortgages are taxed under a separate law. Statistical 
tables compiled from the mortgage records showed conclusively 
that in New York the liability to possible taxation under the 
old law (providing for a tax on mortgages as a part of the 
geiKiral property tax) increasc'd the rate of interest by a mill 
and a half in some counties and by three or four mills in others 
and that the annual mortgage tax of 1905 increased the rate of 
interest by slightly more than the amount of the tax. It may 
be added that tables prepared after the repeal of the annual 
tax and the enforcement of the recording tax showed that the 
rate of interest had again proportionately fallen. This cor- 
roboration of the general theory led during the next few years 
to the adoption of the mortgage recording tax by other 
states. 

One of the reports of the mayor’s commission mentioned 
above contained a recommendation to abandon the remaining 
vestiges of the personal property tax in New York City. 
Mayor Gaynor had no sooner assumed office than he espous^ 
the project. A committee of the Chamber of Commerce ^ felt 
constrained to oppose the law on the ground that it ought to 
be applied to the state as a whole. The committee of the 

* Mortgage Taxation and Interest Rates: Abstracts of Mortgage Records in 
certain counties of New York, Massachusetts and Pennsylvania, illustrating 
the Effect of the new annual Mortgage Tax Law. New York Tax Reform 
Association, 1906. — 19 pp. 

2 Report of the Committee on State and Municipal Taxation of the Chamber 
of Commerce on the Bill to amend Section. 4 of the Tax Law in Relation to the 
Exemption, of Personal Property from Taxation. May, 1910. This report 
is also printed in the Monthly Bulletin, vol. ii., no. 2, of the Chamber of 
Commerce, pp. 20-32. 
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Merchants' Association on the other hand favored the bill.^ 
Although it failed of passage hy a narrow majority, its object 
was accomplished in part by the enactment of the secured- 
debts law in the following year.^ 

While the taxation of personal property in New York had 
almost reached the vanishing point, the situation in Baltimore 
was slightly different. An advisory committee, of which Pro- 
fessor Hollander was chairman, was created in 1907.^ The 
conditions which led to its appointment were declared to be the 
urgent need for increased revenues, the burdensome character 
of the direct property tax, and the inelasticity in the other 
sources of income. Tlie committee recommended that additional 
revenues be secured by an increase in the liquor licenses, and 
by the taxation of the street franchises of public service cor- 
porations. The most interesting part of the report is that 
which deals with personal property. According to the so- 
called Baltimore plan, bonds or certificates of indebtedness 
and corporate shares other than those of Maryland companies 
are taxed at a fiat rate of three mills. The adoption of this 
plan in 1897 resulted in the increase of assessments from about 
six millions in 1896 to over one hundred and fifty millions in 
1907. This remarkable showing, however, by no means blinded 
the committee to the defects that still inhere in the system, for 
in 1907, in a population of 550,000 only 2,281 individuals were 
returned as owning securities. 

On the other hand, the tax on tangible personalty worked far 
more badly, the taxable basis being actually less in 1908 than 
it was in 1898. In the same way we are told that the net assess- 
ment of shares of Maryland corporations owned in Baltimore 
fell from forty-one millions in 1900 to thirty-six millions in 

' Report of the Committee on Fiimnce and Taxation of the Merchant^ 
Association of the City of Neiv York on the System of Personal Taxation, 
March 26, 1910. This report, was published in the Merchants' Association 
Bidletin and also separately. 

*By “secured-debts" were meant all mortgages, bonds, debentures and 
notes forming part of a series that do not come under the mortgage-re- 
cording law. The payment once only of K of 1% on the face value of such 
'securities exempted them from ordinary local assessment as personal 
property. If the state tax was not paid, the owner was liable to local as- 
sessment, without being allowed to deduct or offset his indebtedness as 
heretofore. Practically the law of 1911 was an extension of the mortgage- 
recording tax to all bonds and mortgages. 

* Report of the Advisory Committee on Taxation and Revenue submitted to 
the Mayor of Baltimore. Baltimore, 1908. — 152 pp. 
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1908. The committee therefore advocate the creation of a 
State Tax Commissioner and a better organization of the Ap- 
peal Tax Court. They take pains, however, to disclaim any 
‘^endeavor to drag the ponds or to go through Baltimore with 
a fine-tooth comb.'^ 

The Pittsburg report deserves only a word,^ as it concerns 
itself with the question of classification of real estate. Pitts- 
burg, as is well known, had retained the primitive classification 
into city, rural and agricultural property. The committee of 
1910 found that this discrimination penalized the business in- 
terests and the small householder, and that it encouraged 
speculation. They accordingly opposed the whole system and 
recommended the introduction of a bill to abolish (classification, 
and to provide for a uniform valuation as in other American 
cities. These recommendations became law in 1911. 

Several years later, we find another Pitts!)urg report. “ The 
early years of the second decade had witnessed a movenumt in 
favor of the exemption of improvements and in 1913 the so- 
called graded tax law was adopted, which jnovided for a re- 
duction every two or three years of of the assessed valu- 
tion of improvements until in 1925 they should be assessed at 
only 50% of their value. The committee recommended a 
continuance of the system, but proposed also the abolition of 
the personal property tax and the institution of a graduated 
inheritance tax as well as of an income tax to be levied by the 
state with a share going to the city. To carry out such a pro- 
gram, a state tax commission vras suggested. 

In the meantime, Cleveland dealt with its embarrassing 
local situation. The report ^ saw the way out of the difficulties 
partly through a system of classification, partly through a 
mortgage recording tax, and partly through an independent 
state revenue from corporations, with permission to the cities 
to levy an additional increment tax on land values. By a bare 
majority of one, the rather numerous commission approved of a 
progressive inheritance tax and a local land- value tax. 

^ Tax Property on Full Value. Recommendation for Legislation to abolish 
Present Classification of Property for Taxation Purposes. Report of Com- 
mittee on Real Estate and Taxation^ approved by Chamber of Commerce of 
Pittsburg^ November 10, 1910. Pittsburg, 1910. — 7 pp. 

® Report of the Committee on Taxation Study to the Council, City of Pitts- 
burgh, 1916. — 105 pp. 

^ Report of the Special Tax Commission of the City of Cleveland, 1915. — 
72 pp. 
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In San Franeisc^o the problem of municipal finance was 
attacked from the expenditure side, the report of 1915 ^ de- 
claring that the limit of taxation, assessed on the customary 
sources, had well-nigh been reached and suggesting a solution 
through budgetary reform and retrenchment. The adminis- 
trative point of view is also apparent in the report of the Cam- 
bridge committee which numbered among its members Profes- 
sor Bullocdcs and Spofford. The committee recommend that the 
assessors be aj^pointed rather than elected, that tax maps be 
prepar(Hi, and that a civil engineer be employed to prepare 
mathematical rules and tables. 

The movement in favor of some additional burden on land 
values reached it s climax in New York, where an active political 
program in favor of (‘xemption of improvements led to the 
formation of the Commitlee on Taxation in 1914. As early as 
1913 a sj)ecial commission had recommended the adoption 
of an “unearned increment” tax. Now in 1916 a much larger 
commission, of th<^ (executive committee of which the present 
writ(T was chairman, made an elaborate report ^ accompanied 
by thre(5 reports of experts.’’ The conclusion, which was de- 
cisively against the proposal to exempt improvements from 
taxation, put an effective (luicitus upon the movement, not 
only in New York, but throughout the country. As a result, 
the report of the next New York City commission,^ which 
dealt in large measure with purely administrative problems, 
now recommended for an increase of city revenues a general 
inc^ome tax, an extension of the so-called Emerson law taxing 
corporations, and the introduction of certain special taxes. 

^ California Stoic Tax Association. The Problem of High Taxes in San 
Francisco. San Francisco, 1915. — 119 pp. 

2 City of Cambridge., Massachusetts. Report of Special Committee on 
Study of the Local Real Estate Assessment Situation^ 1915. — 14 pp. 

* Report of the Commission on new Sources of City RevennCy City of New 
York, sufmitted, to the Mayor. January 11th, 1913. — 116 pp. 

^ Final Report of the Coinmitiee on Taxation of the City of New York, 1916. 
— 398 pp. 

® The three sej^arate reports were Excess Condemnation, Report of the Com- 
mittee of Taxation of the City of New York, with a report prepared by Herbert 
*E. Swan for the National Municipal League. New York, 1915. — 117 pp.; 
The Exemption of Improvements from Taxation in Canada and the United 
States. A Report by Robert M array Haig. New York, 1915. — 254 pp. ; Some 
Probable Effects of the Exemption of Improvements from Taxation in the City 
of New York. A Report by Robert Murray Haig. New Y ork, 1915 . — 254 pp. 

^Report of the Mayor^s Advisory Commission on Administration of die 
Tax Law of New York, 1917. — 107 pp. 
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The last of the municipal reports of the period is that of Winni- 
peg.^ The experiment with the so-called single tax in Canada 
having turned out rather disastrously, the board of valuation 
reported that it had now become necessary to diminish, rather 
than to augment, the burden on real estate. Their conclusions 
were summed up in a recommendation to convert the old busi- 
ness tax, which had been levied as a substitute for the personal 
property tax since 1893, into an income tax. 

V. The Period 1910-1921 

Reverting now to the special state tax commissions, we come 
to the last decade, which witnessed some notable changes in 
general attitude. The year 1910 opened with a series of reports 
from Rhode Island. The committee, finding conditions most 
unsatisfactory,- recommend the establishment of some form 
of effective state supervision; a classification of property with 
a low fiat rate on certain forms of intangibles; a reform of the 
corporation tax law (Rhode Island being one of the few states 
which still clung to the primitive method of the general property 
tax as applied to corporations) ; provision for an independent 
state revenue from corporations, and inheritances; and a sep- 
arate assessment of land and improvements. Two valuable 
appendices contain an account of the system of tax super- 
vision and a survey of the corporation tax in the most important 
states. In their second report ^ of the following year the com- 
mittee call attention to the fact ^Hhat the general property tax 
stands to-day discredited even more conclusively than a year 
ago.” They had in the meantimeinvestigated the workings of 
centralization in Wisconsin and Minnesota, and approve of it 
even more thoroughly than before. An appendix contains all 
the important changes in the tax laws of the various states 
during 1909 and 1910. 

Somewhat later in the year the committee made another 
report ^ extending its recommendation for a tax on the cor- 

^ City of Winnipeg, Report of the Board of ValvuHon and Revision on 
Systems of Assessment and Taxation^ 1917. — 75 pp. 

* State of Rhode Island and Providence Plantations. Report of the Joint 
Special Committee on the Taxation Laws of Rhode Island. Providence, 
1910.— 183 pp. 

* Second PUport of the Joint Special Committee on the Taxation Laws of 
the State of Rhode Island. Providence, 1911. — 98 pp. 

^Special Report of the Joint Special Committee on the Taxation Laws of 
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porate excess to virtually all corporations. This recommenda- 
tion was carried out by the legislature early in the next year.^ 

During the early weeks of the year 1910, there appeared two 
noteworthy reports. The Illinois commission was significant 
in counting among its members and advisers scholars like 
President James and Professors Merriam, Kinley and Fairlie. 
The report is a short one.^ But the material consists of two 
large volumes; one comprising an account of the Illinois system 
by Professor Fairlie ^ the other including a compilation of tax 
laws and decisions.^ 

Professor Fairlie^s report is a real treatise on taxation. Es- 
I)ocially noteworthy are the discussions of the undervaluation 
of real estate, the assessment of mortgages, the taxation of 
corporations, including an account of the Teachers’ Federation 
cases, and the subject of special taxes and fees. A chapter is 
devoted to a survey of the corporation tax in some six or eight 
typical states in this country. On the basis of the conclusions 
reached by Professor Fairlie, the commission present its recom- 
mendations for a (constitutional amendment permitting ex- 
ceptions to the rule of uniformity; the appointment of a state 
tax commission; and the substitution of county for local as- 
sessors. 

Ikcnnsylvania, which had in some respects been in advance 
of tJie other, states decided to reconsider its system in the same 
year. After a preliminary report in 1910, a full report was 
issued in 1911.*’ The committee hold that the existing separa- 
tion of taxation as between state and localities “is an admirable 
feature which should be preserved.” They recommend a 

the Stale of Rhode Island to His Excellency the Goverrior. Providence, 1911. 
—58 pp. 

^ Cf. supra, p, 209. 

2 Sjtecial Message of Charles S, Deneen, Governor, to the General Assembly, 
transmitting the Report of the Special Tax Commission, Springfield, 1911, 
—35 pp. 

^ A Report of the Taxation and Revenue System of Illinois, }3y John A. 
Fairlie, Chief Clerk of the Commission. 1910. — ^255 pp. 

* Compilation of Tax Laws and Judicial Decisions of the State of Illinois, 
rrmde by Albert M. Kales and Elmer M. Ldessmann, under the direction of 
the Special Tax Commission. Springfield, 1911. — ^273 pp, 

® Rejx)rt. The Joint Committee of the Senate and House of Representatives 
of the Commonwealth of Pennsylvania to consider and report upon a Revision 
of the Corporation and Revenue Laws of the Commonwealth to the Legislature. 
Harrisburg, 1911. — ^244 pp. The Preliminary Report with the same title 
was 10 pp. in length. 
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graduated inheritance tax; a flat tax on anthracite coal; an ex- 
tension of the mercantile license taxes, and a repeal of certain 
exemptions. They put themselves on record as against the 
proposal to return to a local personal property tax, and think 
that the sj^stem of a flat rate on securities works well. They 
incline to the opinion that an increased centralization may 
accomplish good results, but reserve their decision. 

A little later in the year appeared the report of the Virginia 
commission.^ The commission posit as an ideal the separation 
of state and local revenues, but favor for certain practical 
reasons only a partial separation for the present. Of more 
immediate imi)ortance they consider a centralized pennanent 
tax commission to take charge of t he income tax, the failure of 
which under present conditions they acknowledge. Further- 
more, they recommend a low-rate tax on securities and as to 
corporations, they think a gross earnings tax preferable to the 
ad valorem system. The report is based on a number of separate 
studies submitted by the efficient secretary, Mr. Douglas S. 
PTeeman, which cover a great variety of points. 

The last of the reports that appeared during the year was 
that of the Michigan commission of thrcje, including Professor 
Henry C. Adams. A j)reliminary repo!*t was made in October ^ 
and the final T*eport was published before t he end of the year ^ 
The commission recommend the separation of state and local 
revenues, although they recognize the fact that the project 
may not approve itself to the legislature. They therefore ad- 
vance an alternative plan, the main feature of which is the 
appheation to corporations of the Massachusetts corporate- 
excess method. In addition, they suggest an increase of the 
inheritance tax, the taxation of interurban railway and of water 
power companies, and the adoption of the New York secured- 
debts tax method, but at an annual rate. They do not favor 
the direct income tax. Finally, they declare themselves satis- 
fied with the present ad valorem tax on railroads, and believe 
that these corporations should not complain even if they are 
taxed at a higher rate than other persons. 

^ Report to the General Assembly of Virgiyiia by the Tax Commission ap- 
pointed to make an Investigation of the System of Assessment^ Revenue and 
Taxation now in force in this State. Richmond, 1911. — 369 pp. 

® Preliminary Report of the Commission of Inquiry into Taxation of the 
Stale of Michigan, 1911. — ^37 pp. 

® Report of Commission of Inquiry into Taxation^ Michigan, Lansing, 
1911.— 53 pp. 



AMERICAN REPORTS ON TAXATION 


631 


The year 1912 witnessed a slight lessening of activities. The 
Iowa commission,^ basing their conclusions on a comparative 
.study, report strongly against the reintroduction of the tax 
ferret system. Although Iowa had just put in force the flat 
mill rate for securities, the (commission report that th(^ system 
worked l)adly because of lo(*al assessment. They therefore 
recommend a state tax (commission. They declare themselves 
as impressed with the advantages of at least a partial separa- 
tion of sources and urge that this be studicxl by the permanent 
commission. Th(\y statcc, in conclusion, that Iowa is not yet 
ready for eit her a direct inheritance or an income tax, but I)elieve 
that the time is not far distant when such changes may be 
introduced with a-dvantage. 

The Florida commission content tliemselves with recom- 
mending the sceparation of sources as w('ll as elassifl cation, and 
piTsent several l)ills designed to carry their recommendations 
into effect. Finally, it is to be notol that the taxation of forests 
had assumed such importance in the northeastern statccs that a 
sp(M‘ia.l ConiuK*ti(‘Ut commissmn submitted a report^ which 
culminated in the recommendation that yi(dd, rather than 
property, sen^e as the basis of taxation. A similar conclusion 
was rc^ached by thci Massachusetts (‘ommission which re- 
portcxl a little later.'^ 

In 1913 New Jersey kxl off with a report '' which strongly 
recommends a permanent state tax commission, to assess 
public utilities and to supervise the local officials. The report 
makes certain minor nx’ommendations such as the abolition 
of the poll tax and then goes on to consider a r(3vision of the 
fundamental basis of taxation. Tlu^y recommend the exemp- 
tion of personal property but suggest that, if this be considered 
too radical, at least tin' system of classification be introduced. 
They propose a revision of the inheritance tax as well as of 
the corporation tax and iwommcmd a business tax to take the 
place of the personal property tax. As to the income tax, they 

^ Report of the Special Tax Commission to the Governor of loxna. Des 
Moines, 1912. — 156 pp. 

* ^Report of the Tax Commission. Tallahass(}e, Fla. (1912). — 55 pp. 

3 Report of the Special Commission on Taxation of Woodland. Hartford, 
1912. 

^ Report of the Commission on the Taxation of W ild or Forest Lands 
Boston, 1914. — 98 pp. 

* Report of the Commission to Investigate the Tax Assessme7its in the Staie 
of New Jersey. Trenton, 1913. — 64 pp. 
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are not quite sure as to whether public opinion is prepared for 
such a step. 

Much the same ideas are found in the Utah commission. \ 
preliminary report of 1912/ after considering the breakdown 
of the personal property tax, recommends a low-rate tax on 
intangibles and the abolition of the poll tax. While the com- 
mission agree that an income tax may be desirable in the future, 
they suggest for the present a graduated inheritance tax. They 
are, however, not much impressed with the arguments for 
separation. As a result of their suggestions, a constitutional 
amendment was submitted to the voters, but was defeated at 
the polls. The final report,^ therefore, confessing that there is 
no hope for the solution of the tax difficulties, contents itself 
with repeating the suggestions for the inheritance and poll 
tax and with recommending certain minor changes. 

Much more elaborate is the report of the Maryland Com- 
mission.^ After considering a number of lesser matters and 
recommending a direct inheritance as well as a franchise tax, 
the commission discusses the so-called Baltimore plan. They 
find the situation unsatisfactory, chiefly because of the method 
of local assessments, and put in the forefront of their recom- 
mendations a permanent tax commission. They favor a partial 
separation of sources and suggest a waiting attitude in respect 
to the income tax. The same year is marked by the appearance 
of an excellent Connecticut report on the corporation tax ^ 
which, after giving an account of the development of the law 
and a survey of the system in other states, recommends the 
taxation of public service corporations on gross receipts and 
that of other corporations on a slightly different basis. 

Kentucky was so dissatisfied with its system that the special 
tax commission engaged as expert Professor Plehn of California. 
A preliminary report ^ followed Professor Plehn in discounte- 
ancing the adoption of separation because of the fact that 
^Hhe main reasons for the introduction of that system in Cali- 

* Preliminary Report of the Board of Commissioners on Revenue and Taxa- 
tion for the Slate of Utah. Salt Lake City, 1912. — 46 pp. 

2 Final Report of the Board of Commissioners on Revenue and Taxation 
for the State of Utah. Salt Lake City, 1913. — 232 pp. 

* Report of the Commission for the Revision of the Taxation System of the 
State of Maryland and City of Baltimore. Baltimore, 1913. — 445 pp. 

* Report of the Special Commission on Taxation of Corporations paying 
Taxes to the State. Hartford, 1913. — 238 pp. 

» Preliminary Report of the Special Tax Commission. Frankfort, 1913. 
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fornia, do not exist in Kentucky.^^ The commission hold that 
in view of actual local conditions classification is preferable. 
In the final report ^ the commission work out the details of such a 
system and recommend a permanent tax commission. They also 
believe that Kentucky is not yet ready for an income tax. 

Similar ideas are found in the report of the Nebraska^ 
commission, who recommend a constitutional amendment 
designed to permit of classification. They shape their sugges- 
tions, however, in an alternative way. In case the amendment 
should not be adopted, they suggest a permanent tax com- 
mission, a change in the inheritance tax, the taxation of cor- 
porations on franchise values, and the abolition of the system 
of fractional assessments. If, however, the constitutional 
amendment should prevail, they propose a detailed system of 
classified taxes <‘ind suggest that the new Board study the 
problem of the income tax. 

The Virginia commission had as a member Professor Thomas 
W. Page. Its report ^ is, as a consequence, noteworthy. Basing 
itself in part of the conclusions of a conference held at Rich- 
mond ^ and taking advantage of suggestions for introducing 
the system of segregation worked out by the State Auditor ^ 
the commission discuss the need of tax maps in the assessment 
of real estate and urge a permanent tax commission. They 
believe in the principle of classification but also in partial seg- 
regation. Inasmuch as Virginia already possesses an income 
tax they suggest a redrafting of the law designed to secure 
better administration and more justice. Finally, they maintain 
that a direct inheritance tax is not at this time needed. The ad- 
ministrative problem is also attacked in another Illinois report ® 

‘ Report of the Special Tax Commission of Kentucky, 1912-14, Frank- 
fort. 1914, 

^ State of Nebraska, Report of the Special Commission on Revenue and 
Taxation. 1914. — ^243 vP- 

* Report of the Joint Committee on Tax Revision. Richmond, 1914. — 
298 pp. 

* Procefxiings of a Conference held to consider the Question of Tax Reform 
ai Hotel Richmond, Richmond, Va., January 20th and 21st, 1914- Riclxmond, 
1914.-~C>8 pp. 

® Tentative Plan for segregating the Subjects of Taxation presented by C. 
Lee Moore, Auditor of Public Accounts {1913), 12 pp. Report of the Efforts 
of the Audtior of Public Accounts to enforce a Compliance with the Tax 
Laws . . . together with the Tentative Plan for the Segregation of the 

Subjects of Taxation proposed by the A'uditor. (1914). — 89 pp. 

« A Report on Revenue and Finance Administration. By John A. Fairlie, 
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prepared by Professor Fairlie, which enters into the details of 
fiscal administration and culminates in a recommendation for 
a central state commission. 

The year 1915 is marked by only two reports. The Tennessee 
committee ^ think that a change of the constitution is necessary 
as a preliminary to all reform, but urge the appointment of a 
central state tax commission. So far as intangible personalty is 
concerned, they recommend a ten per ceait iiu^ome tax on securities 
in preha’ence to the present system. In Georgia the impetus to 
tax reform was given by the Athens Chamber of Commerce a 
committee of which made a series of succin(*t recommendations 
including separation, (T'lssifi (nation, apportionment accjording 
to expenditure, an inheritance tax, and a permanent tax com- 
mission.^ 

The year 1916 witnessed great activity. The New York 
committee'^ which enjoyed tlie services as secretary of Professor 
H. A. E. Cliandler of Columiua, discusses the failure of the 
personal j)roperty tax and finds no merits of tlie listing system. 
Much attention is paid also t-o the unsatisfactoiy system of 
taxing corporations. The con(‘lusion is tha,t classification 
affords no remedy for the New^ York situation and that what 
is needed is an income tax applicable to individuals and (cor- 
porations alike. The administrative features of such an in- 
come tax law are discuss(Hl in detail and the draft of a bill is 
appended. The minority report ^ agrees as to the misuitability 
of classification but prefers a habitation tax to the direct in- 
come tax. 

The movement in favor of an income tax had in the mean- 
time made such progress in Massachusetts that a special com- 
mission was apj)oiiited to draft a bill to that effect. The report 
of the commission works out the details of such a plan so far 
as concerns incomes from securities and from personal exer- 


Prepared for the Efficienaj and Economy Committee created under the Au- 
thority of the JfSth General Assembly. State of Illinois, (1914). — 103 pp. 

^ Report of Committee to Investigate Assessment and Taxation in the State 
of Tennessee. Niishvillc, 1915. — 108 pp. 

2 The Athens Plan. Report of Committee on Tax Revision. Athens, 
Georgia (1915). — 16 pp. 

® Report of the Joint Legislative Committee on Taxation in the State of 
New York. Albany, 1916. — 295 pp. 

* Minority report of the Joint Legislative Committee on Taxation. Albany, 
1916.-47 pp. 

® Report of the Special Commission on Taxation. Boston, 1916. — 126 pp. 
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tions and suggests an increase of the powers of the tax conn 
missioiier. The commission also discuss the distribution of 
revenues as between the state and localities. In contradistinc- 
tion to the New York report, however, they declare themselves 
as not yet entirely convinced as to the advisability of apply- 
ing the income tax to corporations. The consequence was 
that while in New York the corporate income tax preceded 
the personal income tax by two years, in Massachusetts the 
rev(irse wjis true. 

The New Hampshire Report ^ limited itself substantially 
to a discussion of the inheritance tax, the history of w^hich is 
traced in detail, together with a comf)anitive table. The result 
of the recommendation was the adoption })y Rhode Island of 
an inheritance tax not, only on estates but also on shares. The 
Indiana commission - although characterizing the prevalent 
method as a ^degalized system of robl)cry^^ content themselves 
with recomm(^nding a permanent Board of Tax Control, to- 
gether with a limitation of tax rates. They refuse to consider 
either classification or the income tax, })e(%ause of constitutional 
difhculties. More deserving of attention is the minority report 
of Professor Rawles, who proposes a c.onstitutional amendment 
with suggestions along the line of both classification and income 
taxation. The Kcaitucky ("ommission, taking advantage of 
the constitutional amendment adopted as a result of the labors 
of the special commission two years before, submitted a re- 
port working out the details of the classified property tax 
which had now become possible and providing for a modified 
separation of sources. Bot h of t hese plans were soon adojited by 
the legislature.'^ Of somewhat less importance is the Virginia 
report ^ which in addition to making various minor suggestions 
states that *The system of partial segregation of the subjects 

^ S penal Report of the Board of Tax Conunii^sioner.^ made to the Governor 
on New Sources of Revenue, l^rovitlonc^e, 1916.— ()S j)p. 

2 Report of the Commission mi Taxation to the Governor, Fort Wayne 
1916. — xlv, 408 j)p. 

^ Report of the Kentucky Tax Comnnssion. Frankfort, 1016. — 12 pp. 
This was based in part on the monograph Taxation of Real Estate and 
Personal Property in Kentucky. Address to the Kentucky Tax Commission 
* from the State Tax League. (1916). — SO pp. 

^ The beneficial results of the change are explained in Brief on the Sub- 
ject of Classification and Separation of Property for Taxation. Submitted 
to P. N. Clarke, Secretary Committee on Tax Refonn representing the 
State Tax League. Louisville, 1917. — 24 pp. 

^ Report of (Va.) State Advisory Board on Taxation (1916). — 31 pp. 
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of taxation now in force is generally satisfactory.” Finally, 
it may be mentioned that the same year marked the report of 
the Hawaii Commission/ the chief recommendations being a 
graduated inheritance tax, new stamp taxes, an amendment of 
the income tax and the adoption of the Somers system in the 
assessment of real estate. The commission also suggest the 
abolition of the assessment of leasehold interests. 

The year 1917 is marked by two reports. The California 
commission ^ was much influenced by the movement in favor 
of some increase in the taxation of land values. Basing them- 
selves largely on Professor Plehn\s study of the English land 
taxes, they recommend a constitutional amendment au- 
thorizing a tax on the future increment of land values. Perhaps 
the most significant part of the report, however, is the sugges- 
tion that before long a state income tax would be desirable. 
The Connecticut report ^ presents a review of the tax system 
as it had developed since the introduction of the business or 
income tax on corporations. The commission (consider the 
possible introduction of a direct or indirect income tax on 
individuals, but decide on the whole to content themselves 
with less radical suggestions. On the other hand, the com- 
mittee of the Connecticut Chamber of Commerce, basing 
themselves largely on a special report made for them by Pro- 
fessors Fairchild and Walradt, declare that the Connecticut 
system of taxing intangibles is unsuccessful and recommend 
the introduction of a personal income tax. 

In 1918 the movement of reform spread to the Southern 
states. The Mississippi committee,^ realizing the difficulty of 
putting through radical suggestions of a centralized tax ad- 
ministration, content themselves with a compromise, but 
suggest a gradual modification of the privilege taxes, a cen- 
tralization of the unsuccessful income tax, and the adoption 

* Report of the Special Commission on Taxation for the Territory of Hawaii, 
Honolulu, 1916. — 12 pp. 

^Report of the State Tax Commission of the State of California. Sacra- 
mento, 1917. — 280 pp. 

* Report of the Special Sfate Commission on the Subject of Taxation. New 
Haven, 1917. — 14 pp. 

^ Report of the Joint Committee on Taxation on State Finance to the Con- 
nedicvi Chamber of Commerce embracing the Report of a Special Study of the 
Connecticut Tax System. New Haven, 1917.— 67 pp. 

® Mississippi Legislature ^ 1916-18. Joint Revort of the Senate and House 
Committee a pointed to consider the Statens Revenue System in Fiscal Affairs, 
Jackson, 19lk — 63 pp. 
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of a progressive inheritance tax. The Georgia report ^ recogniz- 
ing the failure of the general property tax, joined to the proposal 
for a tax commission the adoption of classification, the creation 
of an income tax and an extension of the inheritance tax. The 
Louisiana report ^ is less drastic and limited itself to the recom- 
mendation of an inheritance tax and the extension of the 
franchise tax on corporations. In Montana also the discontent 
was loud, and a special commission reported ^ in favor of a 
permanent tax commission, classification, the exemption of 
mortgages and a reform of corporate taxation. The report 
of the Massachusetts joint committee ^ dealt primarily with 
a budget system and recommended the adoption of the pay- 
as-you-go policy. 

The year 1919 saw redoubled activities. The Massachusetts 
report ’’ discussed two points — a better method of distributing 
the revenue from the income tax and the extension of the in- 
come tax to corporations. The Ohio committee, which enjoyed 
the assistance of Professor Lutz, submitted a report ® recom- 
mending a graduated inheritance tax, an income tax, and the 
limitation of local indebtedness. Perhaps the most noteworthy 
publications of the year, however, were the Canadian reports. 
Most of the western provinces and municipalities had gotten 
into trouble through the exemption of improvements from 
taxation. Britisii Columbia issued several reports ^ culminating 
in the suggestion of an income tax. This was based largely on 
the findings of Professor Haig, of Columbia, who had also made 
a preliminary report on Saskatchewan.^ Similar expert as- 

* Report of iheSjyedal Tax Commission for Georgia. Atlanta. 1919. — 88 pp. 

2 Legislative Recommendations made by the Board of State Affairs to the 

General Assembly of Louisiana. Baton Roukc, 1918. — 37 pp. 

* Montana Report of the Tax and License Commission to the State Board of 
Equalimtion. 1917-1918. Helena, 204 pp. 

* Report on State Finances and the Budget^ submitted to the General Court 
by the Joint Special Committee on Finance and Budget Procedure. Boston, 
1918.— 85 pp. 

® Report of the Joint Special Committee on Taxation. Boston, 1919. — 
119 pp. 

® Report of the Special Joint Taxation Committee of the 83d Ohio General 
Assembly. Columbus, 1919. — 165 pp. Pages 85-126 contain the Report 
on the Operation of State Income Taxes y by Harley L. Lutz. 

7 Reports of the Board of Taxation with a Report on Taxation in the Prov- 
ince of British Columbia. By Robert Murray Haig. Victoria, 1919. — 
135 pp. 

® Taxation in the Urban Municipalities of Saskatchewan. A Report to 
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sistance was rendered by Professor A. B. Clark, of the Univer- 
ity of Manitoba, to the commission of that province, whose 
comprehensive report ^ recommended the reimposition of a 
tax on improvements; the taxation of real estate, of business 
and of income for local purposes; the taxation of corporations 
and inheritances together with a supplementary revenue 
tax for provincial purposes; and the abolition of the poll 
tax. 

The year 1920 is marked by a short New Jersey report.^ 
As between classification and the income tax as substitutes for 
the personal property tax, the commission consider the former 
a mere palliative. They therefore recommend the income tax 
together with a tax on business. The D(‘laware commission ^ 
state that the state ^^has no system of taxation. As a pre- 
liminary to all improvements they urge a permanent tax com- 
mission. The most elaborate report of the year is that of New 
Mexico ^ which again enjoyed the advantage of Professor Haig 
as special counsellor. The report recommends a permanent 
tax commission and a state income tax and devotes especial 
attention to mine taxation, urging lh(i practicability of the 
ad valorem system. 

Finally, the year 1921 witnessed the progress of the reform 
movement into the southern states. The South Carolina 
report which describes the situation as “a state of anarchy” 
recommends an inheritance tax, a classified property tax, and 
a supplementary income tax. The Louisiana commission fall 
into line by suggesting ^ not alone the above imposts, but also 

the Govermneni of the Proirince of Saskatchewan. By Robert Murray Haig. 
Regina, 1917. — 48 pp. 

^ Province of Manitoba, Re/port of the Assessment and Taxation Com- 
mittee 1919 . — 217 pp. Professor Clark's report which is found in the 
appendix wius reprinted with additions as An Outline of Provincial and 
Municipal Taxation in British Columbia, Alberta, ami Saskatchewan (Winni- 
peg, 1920). — 97 pp. 

2 Report of the Commission to investigate Tax Laws. Trenton, 1920. — 
40 pp. 

® Report and Recommendations of Delaware State Survey Commission. 
1920.-95 pp. 

^ Report of the New Mexico Special Revenue Commission. Santa Fe, 
1920.— 324 pp. 

® Report of the Joint Special Committee on Revenue and Taxation. Co- 
lumbia, S. C., 178 pp. 

^ State of Louisiana. Report of the Assessment and Taxation Commission 
to the ConstitiUional Convention. 1921. — ^237 pp. 
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a business tax, a corporation tax, a severance tax on natural 
resources, and a centralized tax administration. 

VI. Conclusion 

From the above survey several facts stand out prominently. 
In the first place, the dissatisfaction with the f 2 ;(meral property 
tax and the recognition of tlie evils connected with the assess- 
ment of personalty have now become well-nigh universal. 
Whereas formerly they appeared in only a few states, they 
are now expressed by every om'. of the special stiite tax com- 
missions without exception, and by almost all the permanent 
tax commissions. Sincje a recognition f)f the evils to be over- 
come is the first condition of progress, this may be considered 
a substantial advance. 

In the sec^ond place, there is a growing recognition of the 
weakness of the local assessment of property, whether real or 
personal. What Sidney Webb has recently called the Ameri- 
can anarchy of local autonomy^’ is slowly being recognized by 
the administrative officials themselves. Nothing, perhaps, 
has been more cheering during the last few years than the 
progress of ccaitralization of assessnumt- and the creation of 
permanent commissions designed to cope with this evil. The 
movement has only just begun, and from its continuance much 
may be (expected in the future. 

In the third plaice, there has been a great spread of the idea 
of the separation of state and local revenues in the sense of the 
abandonment of the sole, or even the chief, reliance by the state 
on a locally assessed direct property tax. More and more 
states have come to dei)end on centrally-assessed corporation 
and inheritance taxes. The earlier need of a com!)lete separa- 
tion of sources as realized in California and at one time in New 
York has more recently, however, become unnecessary, partly 
because of the device utilized by Connecticut to overcome 
the weakness of an apportionment by value ^ and partly be- 
cause of the development of the centrally-assessed state income 
taxes, with the adoption of the principle of division of yield. 

» Fourthly, the discussion of possible substitutes for the per- 
sonal property tax has made considerable progress. At one 
time the device of classification seemed to promise good results, 
and even at the present time (1921) almost all the commis- 


^ C/. stipra, p. 363. 
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sions in states with rigid constitutions are in favor of relaxing 
the constitutional prohibition. But within the past few years 
this movenient has beeh replaced by the tendency to substitute 
for the old locally-assessed p^sonal property tax the new 
centrally-assessed state income tax. Tfe tendency has been 
notably strengthened by the recent reforms m York and 
Massachusetts.* 

Finally, perhaps the most encouraging results of tti“ last 
decade have been the increasing attention given to the probleK*) 
the great improvement in the character of the commissions, 
both special and permanent; the utilization to an ever increasing 
degn'e of the expert and of the professional economist; and the 
evident determination on the part of the various conunissions 
to keep abreast of the best action and of the best thought in 
the other commonwealths. 

It may indeed now be said that the movement for tax reform 
is en train. Never before has so much attention been devoted 
to it. Never before has there been so intelligent and so vigorous 
a discussion. Never before has there been manifested such 
anxiety to deal correctly and yet conseiwatively with the prob- 
lem. To this result the annual conferences of the National 
Tax Association have contributed not a little, and we may 
expect to witness during the next few years a still more decided 
evidence of the progress which has now become so marked and 
so widespread in the United States. 


^ Infra, p. 639. 



CHAPTER XX 


THE NEXT STEP IN TAX REFORM ^ 

We have been discussing for many years, the problem of 
the reform of our state and local system of taxation. While 
there has been no complete agreement as to the remedy, there 
has been a virtual unanimity in the diagnosis of the disease. 
The three fundamental shortcomings of our present system, 
apart from many minor evils, are recognized to be the per- 
sistenc(» of the general property tax as the sole or principal 
sourc(' of revenue; the system of purely local assessment; and 
the utilization of the real estate tax for both state and local 
purposes. By far the larger part of dissatisfaction with our 
system is referable to one or other of these facts. And it is a 
cheering sign of progress that whereas a decade or two ago. 
this analysis was recognized by only few students, still fewer 
officials and a very insignificant fraction of the general public 
in the most advanced industrial states, there is at the present 
day a wid(\spread acceptance of its truth in almost ever}" state 
of the union and in continually larger sections of the population. 

As to the remedies, however, w(^ have by no means pro- 
gressed so far. On one point, indeed, it may be said, that 
there is now also almost complete unanimity — namely, the 
necessity of central fiscal administration or at all events of 
greatly increased central control over the local administra- 
tion. The accuracy of this statement is attested by the recent 
creation of the numerous state tax commission which have 
been, and still are, doing vsuch admirable work in improving 
fiscal conditions. But further than that, we have scarcely 
gone. 

» In a few of our states indeed, which have been entirely 
untrammeled by constitutional restrictions, the old general 

^ Reprinted, with a few changes to bring the matter down to date, from 
the Presidential Address at the Ninth Annml Conference of the National 
Tax Association. San Francisco, Aug. 11, 1915. 
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property tax has been supplemented by specific taxes — often 
loosely called indirect taxes — on corporations, inheritances 
and the like; and in a very few cases some particular categories 
of personalty have been taken out of the general property tax 
and treated in a special way. And in not a few states, the 
recent movement in the direction of tax reform has consisted 
in an attempt to modify the strict limitations of the constitu- 
tion so as to permit of the introduction of this system of a 
classified property tax. 

I. The Classification of Property 

That the movement tow^ard a classification of property for 
purposes of taxation is a step in advance will scarcely be ques- 
tioned. For anything that releases us from dependence on 
the general property tax, as almost everywhere understood, 
is warmly to be welcomed. More recently, however, there 
has developed a situation which is calculated to give us all 
pause and to lead us to study the problem from a new point 
of view. What we refer to is the fact that in one of the most 
advanced states, New York, which was unhampered by its 
constitution, which had by law taxed certain kinds of personal 
property in a special way and at a sp('cial rate, and which 
had in practice well-nigh exempted other forms of both tangible 
and intangible personalty, — in this state the need has re- 
cently arisen for a vastly increased revenue, for the purposes 
both of the state and of the City of New York. It was esti- 
mated that to put the state on a sound fiscal basis, an addi- 
tional revenue of from at least twenty to thirty millions 
would be needed, chiefly in order to d(*fray the interest and 
amortization costs of the large debt incurred, and hereafter 
to be incurred, for the enlargement of the Erie Canal and 
for the construction of an improved system of state high- 
ways. In the City of New York alone, a similar additional 
revenue of from twenty to thirty millions a year would 
be required partly because of the adoption of the pay-as- 
you-go policy of financing capital improvements, partly be- 
cause of the exigencies of the Rapid Transit situation and 
partly because of the needed contributions to the state revenue. 

The sudden injection of these additional obligations into 
the New York situation have raised the entire problem in a 
much more acute form than anywhere else. For in most com- 
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monwealths where there is a movement toward a classified 
property tax, the problem is primarily one of justice in taxa- 
tion. It is in a certain sense an ethical, rather than a fiscal, 
problem. It is not so much a question of securing more rev- 
enue, as of substituting a superior for an inferior method of 
securing the same revenue — a revenue that might be ex- 
pected gradually to increase with the progress of wealth and 
population. But in New York, where the old general prop- 
erty tax has in a large measure disappeared in practice and 
where the evils of unequal taxation, although by no means 
absent, are not so glaring or so acutely felt as in those states 
which still make the vain attempt to enforce the tax with 
rigor, the real problem is that of securing a greatly increased 
revenue, without imposing upon real estate a rate of taxation 
which would b(i so high as to be virtually confiscatory. It 
is of course, not intended to deny that the ne^ed of increased 
revenue is not being more and more strongly felt in other 
states; but in none of them, to our knowledge, has such a crisis 
been suddenly precipitated upon an unprepared public. 

This situation has caused a rude awakening to those who 
have always considered New York in the forefront of tax 
reform in that, the h^mpirc State has made greater progress 
than most of the other (‘ommonwealths in its practical de- 
parture from th(i old general property tax. The exigencies 
of the new situation led to the appointment both of a State 
Legislative Committee and of a Mayor^s Tax Committee 
in the City of New York, and are thus clausing a reconsider- 
ation of the entire problem. According to the views com- 
monly expressed, there are only two solutions: either the 
continuation of the present New York system, which would 
mean, ih practice, an immensely increased tax rate on real 
estate; or, on the other hand, the attempt to tax iin a greatly 
extended form those classes of tangible and intangible per- 
sonalty which are now either taxed at an insignificant rate 
or not reached at all. 

Whereas, therefore, in most of the states which still have 
the old general property tax, the movement toward a classi- 
•fied property tax might be welcomed as a means of escaping 
from an antiquated and increasingly unendurable system, in 
the City of New York which already has the new system in 
part, the problem arises as to whether we shall still further 
develop this new system or cut loose from it entirely. The 
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problem, in other words, is not so much the superiority of a 
classified property tax over the old general property tax (which 
in practice no longer exists), as the relative advantages and 
disadvantages of a classified property tax compared not 
with the general property tax, but with something that is 
possibly better than either. 

Regarded from this point of view, the shortcomings of a 
classified property tax are obvious.^ 

In practice a classified property tax must be a low-rate tax 
on certain forms of personalty and especially of intangible 
personalty. Such a system has been in vogue for many dec- 
ades in Pennsylvania. Here, however, we are told by the 
Pennsylvania commission of 1911 that the low-rate tax on 
personal property has been only '"more or less successfully 
collected.’^ The sole part of the tax which has been a con- 
spicuous success is stated to be the tax on mortgages. Yet 
in the state of New York any attempt to levy even a low- 
rate annual direct tax on mortgages would meet with the 
strenuous opposition of the real estate interests, large and 
small, at all events in all of the cities, because the experience 
of a decade ago has convinced everyone of the undoulrted 
economic truth that under the conditions existing in New 
York a direct tax on mortgages is inevitably shifted to the 
borrower. The commission further tells us that ^^so far as 
Pennsylvania clings to the personal property tax in vogue, 
in other states, by attempting to tax other money investments, 
she undoubtedly suffers the same failure as the other states,’^ 

1 As the purpose of the original address, from which this chapter is 
reprinted, was to prevent the state of New York from adopting the claasi- 
property tax, especial stress was laid on the defects, rather than the 
merits of the system. The object of this address was attained, and within 
a few years New York followed the advice here proffered. The defects 
of the system are minimized in C. J, Bullock, “A Classified Property 
Tax'’ in Proceedings of the Third Conference of the National Tax 
Association (1910), p. 95. After Professor Bullock’s failure to per- 
suade Massachusetts to accept his plan of reform, he somewhat modi- 
fied his view in “The State Income Tax and the Classified Property 
Tax” Tenth Conference (1917), p. 362. Further experience may lead him 
to modify his conclusion that “the state income tax should not be re- 
garded as the rival, but rather the complement, or helpmate, of the classi- 
fied property tax” (p. 384). Prof. H. L. Lutz, The Classification of Prop-- 
erty for Taxation^ Columbus, 1919, takes the more defensible position of 
“setting forth the advantages of classification as a preliminary stage of 
tax reform.” 
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In other words, the official verdict on the situation in Pennsyl- 
vania is that the low-rate tax on intangible personalty, apart 
from the tax on mortgages, is just about as much of a failure as 
the ordinary tax levied elsewhere on personalty. In 1913 the 
four mills tax was changed, becoming a county tax instead of 
a state tax, and mutual insurance companies were now ex- 
empted on their mortgage bonds and on their interest pay- 
ments. 

In Connecticut, the low-rate tax on choses in action has 
been enforced since 1890.^ But, as everyone who is ac^quainted 
with the condition knows, it is almost a complete farce. ^ In 
Maryland, where the low-rate tax on certain intangibles (se- 
curities) was introduced in 1896 ^ and has been administered 
by officials of remarkable ability, there is no pretense of any 
idea that real equality in taxation is attained or that great 
evasions arc not practiced. Outside of Baltimore at large the 
system is conceded to be a notorious failure. 

Even in the states where the reform has been introduced 
more recently and where some encouraging progress has been 
made under the guidance of efficient permanent tax com- 
missions, it is to be emphasized that the low personalty tax, 
whatever may be its advantages over the old general property 
tax, has not proved a conspicuous success as a source of large 
additional revenue. In Rhode Island, where the low-rate tax 
on intangibles was introduced in 1912 and where, as is natural, 
the assessment considerably increased, it is impossible to as- 
certain whether the revenue from this class of personalty is now 
more or less than before. It is to be observed, however, that, 
despite the notorious escape of intangibles before the enactment 
of the new law, the increase in the assessment of intangibles has 

* In 1897 the rate was increased from 2 to 4 mills. 

F. R. Fairchild, “Registration Taxes on Intangibles, with Special 
Reference to the Connecticut Chose-in-Action Tax, ” in Proceedings of the 
Twelfth Annual Conference of the National Tax Association^ 1920, p, 152. 
Professor Fairchild emphasizes the general position taken in thus chapter 
by saying “that there was a readiness, altogether too optimistic I think, 
to assume that the low-rate taxation of intangibles has been a suc- 
ces8.“ 

* At the rate of 3 mills for local purposes. In 1914, 134 mihs were added 
for state purposes. 

^The assessment of securities in 1919 outside of Baltimore city and 
county was $35,407,499 out of a joint property assessment of $473,627,672. 
C/. Third Biennial Report of the State Tax Commission of Maryland^ 1920. — 

pp. 28. 
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been only slightly more than that of real estate/ and that the 
tax commissioners do not attempt to conceal their disappoint- 
ment.- In Minnesota, where the law was introduced in 1911 
and where exact comparative figures are as(H?rtainable, the 
revenue at first actually fell off; since then under an admirable 
administration the revenue has grown substantially but is 
still comparatively insignificant.^ In the years 1911-1914 the 


1 The figures are as follows: 


Assessment of 



Real Estate 

Intangibles 

1912. . . 

. . .$432,200,838 

S9(), 7.58,872 

1913. . . 

449,732,569 

115,129,149 

1914. . . 

. . . 459,6.53,296 

123,953,431 

1915. . . 

. . . 409,375,088 

120,715,594 

1910. . . 

. . . 478,782,040 

135,730,347 

1917. . . 

. . . 499,043,701 

145,927,531 

1918. . . 

. . . 510,915,710 

149,554,900 

1919. . . 

. . . 525,410,481 

108,977,318 

1920. . . 

. . . 599,134,380 

203,499,408 


The above figures of intangibles include only the intangibles locally 
assessed, and not the securities of corporations, trust companies and banks, 
which are subject to what are elsewhere called corj^oration taxes and 
which in Rhode Island were fonnerly, in part at least, subject to local 
assf?ssment. It must also be remcimbered that the new law permits the 
offset for indebte<lness against certain intangibh^s and not, as formerly 
against tangibles, thus reducing the taxable amount of intangibles. 

2 ‘‘This increase in the assessed valuation of intangibles, falls far short 
of reaching anything like the full amount of such property taxable in the 
state, and in some easels its absence from the tax ndl is inexplicable except 
upon the hypothesis that the omission is intentional.’’ Eighth Report of 
the Tax Corrmiissioners made to the Governor of the State of Rhode Island 
far the Biennial Period, 1919-1920. Pnwidence, 1921. — p. 17. This reads 
like the old complaints before the adoption of the system of classification. 

3 The figures are as follows: 



Number assessed 

Assessment 

Revenue 

1910 . 

$ 6,200 

$13,919,806 

$379,754 

1911 . 

41,439 

115,481,807 

346,445 

1912 . 

50,564 

135,369,314 

406,107 

1913 . 

57,068 

156,969,892 

470,909 

1914 . 

73,266 

196,548,307 

589,644 

1915 . 

73,062 

212,134,901 

630,404 

1916 . 

74,219 

234,136,268 

702,588 

1917 . 

87,688 

284,968,875 

854,907 

1918 . 

98,502 

330,300,219 

990,900 

1919 . 

109,215 

359,798,976 

1,079,399 

1920 . 

127,471 

437,628,371 

1,312,886 
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assessment of intangibles increased from $115,676,126 to 
$197,625,914; but in the same period the assessment of real 
estate (exclusive of town and city lots) increased far more, 
nam(4y, from $664,930,374 to $872,21)6,355. And in 1914 the 
assessment of intangibles was still pitifully small when com- 
pared to the assessment of other property in general — the 
figures being 196 and 1,475 millions of dollars respectively.^ 
In fact the able tax commission tells us very frankly: '‘It is 
doubtful if the returns this year, large as they ar(^, represent 
more than one third of what they should be.- Finally in Iowa, 
where the low-rate tax was introduced in 1911, the revenue was 
now undoubtedly much smaller than ])ef()re. It is true that 
under the new law somewhat more "moneys and credits” were 
assessed : but as the new rate was only 5 inills the proceeds were 
actually much less. The exact figures are not ascertainable 
from the auditoi’’s reports without laborious computation; 
but a memlxa* of the state tax commission states that the 
amount of i*evenue was reduced at hast one-half.'*^ What- 
ever, therefore, iiL'y be claimed for the low-rate tax, it does 
not seem pro])able that the amount of additional revenue which 
it would quickly yield would be its sti\)ng point. It is alto- 
gether lik(ily that whatevcT the ultimate revenue might be, 
it would be slow in developing.^ It is hence questionable 

^ In 1920 the situation was about (he same*, the figures being 437 and 
2,115 millions rcs])eetivoly, and there having been no reassessment, of real 
estate in that year. 

2 Report of the Minn. Tax Commission, 1914. — p. 74. They add: “but we 
are making progn'ss. . , . While we may never succeexi in rea(3hing 

all of the property, even under the present method, yet we believe, all 
things considered, that it is a decided improvement over the old general 
property system.” In this conclusion ewery one will of course concur. 
Nevertheless, thc' chairman of the commission, Mr. Lord, now (1921) 
strongly urges tlu^ adoption of an income-tax law. 

^Professor J. G. Brindley writes that “I am not able to give you a 
statement of the actual revenue derived, . . . But in view of the fact, 

that the ILsting of moneys an<l credits only slightly increased, the amount 
of revenue very materially decreased. ... It is safe to say that the 
amount of revenue was decreased by at least one-half as a result of the 
new law,” 

^ While it is true that the revenue from the tax later on gradually in- 
creased, the change did not begin to keep pace with the increase in the 
general state revenue. This is apparent from the table on the next page. 

In the note published in The Quarterly Journal of Economics, xxx 
(1916), pp. 588-595, Professor Brindley expresses the o[)inion that the 
real explanation of the lack of success of the classified property tax in 
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whether the project would be of advantage in commonwealths 
situated like New York. 

Moreover, while freely conceding the inestimable supe- 
riority of a classified property tax over the existing general 
property tax/ it must be remembered that even if there were 
an entirely adrniral)le administrative system in vogue, and 
even if the fiscal results were wholly satisfactory, there still 
an? two considerations which should give us pause. The 
first is that under modern economic conditions no attempt 
to assess a tax on intangible personalty can ever be com- 
pletely successful. The general property tax arose at a time 
when the economic unit was local in character and when it 
was entirely possible for the local administration to assess 
the property of the individual. The same was true to a large 
extent of the early conditions of Ameri(^an economic life, 
and it is still in part true of the more primitive of our rural 
communities. But under our modern industrial and capi- 
talist development, the basis of personal property has be- 
come national or even international instead of local and the 
great mass of personalty is now of an intangible character. 
Under such conditions and especially where the old and still 
surviving political and legal considerations run athwart the 
economic facts, the attempt to reach intangible personalty 

Iowa is defective administration. A few years later, however, Professor 
Brindley expressed his preference for a state income tax. History of Tax- 
ation in Iowa, 1910-1920, 1921, p. 51. 


Statistics of the Iowa Tax on Intangibles 


Flat rate tax 
on money and credits 


1912 $945,996 

1913 1,053,563 

1914 1,259,143 

1915 1,376,809 

1916 1,536,293 

1917 1,649,773 

1918 2,180,344 

1919 2,341,389 

1920 3,137,938 


State share 


of flat tax 

Total state revenue 

$77,370 

$4,983,448 

88,053 

5,423,111 

97,784 

6,100,660 

102,111 

6,706,484 

107,244 

8,546,046 

169,882 

9,236,819 

193,839 

11,569,658 

202,035 

13,908,135 

238,791 

20,225,742 


^ This superiority has recently been strikingly attested in Kentucky, 
since the introduction of classification in 1917, as appears from the fol- 
lowing figures of revenue from intangibles as compareef with land : 


1917 1921 

Bank deposits $ 61,474 $ 284,161 

Intangibles 378,129 1,233,674 

Lands 2,154,321 2,943,218 
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meets with almost insuperable diflBculties. Especially in com- 
munities like New York City, which are situated at the state 
border, the opportunities for evasion are singularly multiplied. 

It will be replied that a low-rate tax will remove this temp- 
tation to evasion. It must be remembered, however, that 
even a four or five-mill rate represents in a large mass of se- 
curities an income tax of about ten per cent; and he would indeed 
be optimistic who holds that such a burden would not be ap- 
preciable, or would not lead men into temptation. Any sys- 
tem of taxation which needlessly multiplies the temptations to 
evasion is to deprecated. Under the existing legal system 
in the United States, the conflict between location and resi- 
dence in the matter of the taxation of personal property is 
indeed an irrepressible conflict. The result, even with the 
most admirable administration, is bound to be inequality and 
injustice. 

But the second consideration is still more weighty. For 
the objection inheres in the very theory of the property tax. 
As we have had frequent occasion to point out, under modern 
e(!onomic conditions, property and especially personal prop- 
erty, is no longer a satisfactory index of tax-paying ability. 
Wealth in modern times is derived to a continually larger 
extent from relations, from opport^unities, and from all manner 
of exertion inorc^ or less indirectly, or not at all, connected 
with property. Huge official salaries and large professional 
incomes are a common occurrence to-day and would go en- 
tirely free under a property tax. Individual and corporate 
profits derived from good-will, from franchises, from gov- 
vernmental favors and opportunities constitute an increasing 
flow of wealth which is either not at all, or only in part, in- 
corporated into changes of capital value. Business men in 
general throughout the United States are slowly coming to 
the conclusion that their tax-paying ability is in no direct 
relation to their stock in trade. In certain classes of enter- 
prise like forestry, for example, it has come to be almost 
universally recognized that a system of taxation leased on 
property is opposed to the best interests of the community as 
a whole. 

It cannot be denied that in the case of real estate in general 
and especially in the case of city real estate, the advantages of 
an assessment of property are great; but it is to be remembered 
that in such cases every change in profits or yield is at once 
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reflected in a change in the capital value of the property. As 
has just been pointed out, however, this consideration is true to 
a much smaller extent of the great mass of modern profits or 
incomes. To the (extent that it is not true, property is losing 
its former value as a criterion of tax-paying ability. 

It is largely for this reason that any kind of a tax on per- 
sonalty would not, be only unpopular but hazardous in a large 
center like New York City. Merchants^ stock in trade is 
now virtually not taxed at all in New York. If it were to 
be assessed at what might appear to be even a comparatively 
low rate, there would be grave danger of its seriously inter- 
fering with th(i prosperity of New York as a manufacturing 
and joblang center. For the stocks in trade of many busi- 
nesses in New York are out of all proportion to their profits. 
And if in addition an attempt should be made to levy even a 
small tax on intangible personalty consisting of securities 
and bank deposits, it is clear that the finaiuaal dominance of 
New York might be very seriously menaced, because even a 
low tax on such property would l)e out of all proportion to 
the profits from the turnover of the ]:)roperty. What is true 
of New York City would come to be true before long in a 
corresponding degree of other large commercial and finan- 
cial communities. 

Let us recognize the fact then, once and for all, that a sys- 
tem of property taxation, except in so far as certain forms 
of real estate are concerned, is unsuited to modern economic 
conditions as the ordinary and principal source of revenue, 
however strong the arguments may J^e for its utilization in 
exceptional crises as in the European post-bellum situation. 
Let us boldly face the situation and confess that while a classi- 
fied i)roperty tax may constitute the only possible step in 
advance for those states that are still tied up by a rigid con- 
stitution, the scheme is inapplicable to, or undesirable for, 
those states which arc more fortunately situated from the 
constitutional point of view; and that even in the former class 
of states the energy that is being developed in the promotion 
of a classified property tax might more profitably be directed 
to what is at all events a more thorough-going remedy. 

II. The Income Tax 

What then is this better remedy and what is the next step 
for states like New York? We have no hesitation at the present 
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time in answering: the substitution of income for property as 
the basis of taxation. 

This will perhaps come as a surprise from one who has uni- 
fonnly resisted the introduction of a state income tax in the 
United States.^ Several things must, however, ])e remembered. 
In the first place, we have now for more than twenty years 
been striving, as best we (^ould, to call attention to the short- 
comings of property as a theoretical basis of tax-paying ability. 
In the second place, we have always advocated the policy of 
taxing corporations on a net-receipts or income basis. Thirdly, 
we have always been in favor of a federal income tax in gen- 
eral and have contributed our modest share toward th(» elab- 
oration of the present act. The struggle over the ratification 
of the sixteenth amendment was so acute in important states 
like New York that any advocacy of a state income tax would 
surely have killed the prospects of ratifi(‘ation. In the fourth 
place, our objection to a skite income tax has been almost 
entirely due to the belic^f that, with the administrative methods 
then almost uniformly in vogue, it; would be just about as 
difficult to localize? income for purposes of taxation as it has 
been, and still is, to localize property. 

Two events, however, have recently occurred to cause a 
reapj)raisement of the situation. In the fust place, great 
progress has been made in the direedion of a centralized state 
administration. In New York we now have under the law of 
1915 at all events a distinct step in the direction of more effi- 
cient fiscal administration. Of greater significance is the 
fact that the situation has been entirely altered by the intro- 
duction of the federal income tax. Wo have now gotten people, 
and especially lousiness people, accustomed to an income tax; 
and while then? are still grave problems to be solved and im- 
provements to be secured, it may be stated, without fear of 
contradiction, that the income tax has come to stay and that 
in principle it is not seriously opposed by the community. 
With the existence of this new tax, which is successful so far 
as it goes, there arises the hitherto entirely unexpected pros- 
,pect of a state income tax being able to lean up against the 
federal tax, so as to avail itself of the federal returns and to 
be able in this way to minimize a great part of the difficulties 

^ The earlier attitude of the author in deprecating state income taxes 
while urging a federal income tax may be seen in the 1911 and 1914 editions 
of his work entitled The Income Tax. 
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which would otherwise attach to an independent state inconae 
tax. 

An example of what we mean — and it is noteworthy as being 
the pioneer in this country — is the Connecticut law of 1915 
imposing a state tax on business corporations. When the pres- 
ent writer was summoned by the Connecticut manufacturers 
to advise them, he found them up in arms against the propo- 
sition to introduce into their state the Rhode Island system 
of corporate-excess taxation which had only recently been 
adopted there. It was our good fortune to be able to advise 
them as well as the legislature to prefer to any scheme of 
property tax a system of taxes on business income based upon 
the federal law. Such a system was finally worked out by 
Commissioner Corbin of Connecticut, and the result was a 
law wherel)y business corporations in Connecticut duplicate 
for state purposes the returns made by them to the federal 
government. 

Our suggestion, therefore, is that in New York as well as in 
other states which are ready for this next step, the entering 
wedge which we find in Connecticut should be pushed further 
in, and that an income tax should be assessed ])y the state 
tax commission according to a law which would be largely 
patterned on the federal act and which would require as far 
as practicable a duplication of the returns handed in to the 
federal government. 

New York is in fact now even better fitted for the introduc- 
tion of such a system than are some of the other states. For 
so large a part of all individual and corporate incomes is 
received in New York that even a very small rate would yield 
a large additional revenue. Even assuming that only an addi- 
tional normal tax of one per cent were levied for state purposes 
and another one per cent for municipal purposes for New 
York City, the added revenues would yield an income entirely 
adequate to the present and future fiscal needs of the state and 
city and would render unnecessary the re-imposition of any 
so-called direct state tax. What is true of New York is true 
to a large extent of the other prominent industrial states; 
and even in the remaining states, which are ready for the 
next step of such an income tax, the income tax might, 
especially if the exemption were lowered, prove to be at 
least an acceptable substitute for the personal property 
tax. 
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The adoption of any such plan would of course have to 
be thought out very carefully. 

The rate of taxation for state or for local purposes should 
be only the normal rate of one per cent. If a graduated scale 
were introduced, as in the federal tax, it might easily happen 
that the combined federal, state and municipal taxes on 
large incomes would reach a figure which would probably 
be considered grievous or even confiscatory. A one per cent 
tax for state purposes, or at the outside a two per cent, part 
of which might be returned to the lo(;alities, would be as much 
as it would be prudent to add to the federal tax. 

On the other hand, the high exemption which is now granted 
under the federal law ought to be reduced. The limit of ex- 
emption should certainly for state and local purposes, be 
brought down to at least $2,000, and perhaps even to $1,500. 
For whatever may be said as to the desirability of making 
large exemptions in the federal tax in order to serve as a make- 
w(nght to the internal revenue and tariff taxes, the argument 
would not apply to state and local taxation where there are 
few, if any, taxes on consumption. If, however, the limit of 
exemption were reduced, the revenue would be correspond- 
ingly augmented. Here again, the administration of the law 
would be greatly facilitated by an amendment to the federal 
act requiring all persons with a gross income (not a net in- 
come) not^ exceeding the minimum exemption to make returns. 
This would in all likelihood render unnecessary few if any 
new or additional returns to the state officials. 

An important point is as to who should be subjected to 
such an income tax. This phase of the subject is really the 
most difficult. It has three different aspects: (1) affecting the 
residence of the taxpayer; (2) dealing with the proportion 
of income subje(?t to state law; and (3) having reference to 
the relation of individual to corporate taxation. Let us say 
a word about each of these points. 

All incomes are in last resort received by individuals and, 
on the other hand, all incomes arc derived either from prop- 
erty, from earnings apart from property, such as professional 
salaries, or from exertions or relations which may or may not 
be connected with property and which arc usualty summed 
up under the general name of business. The difficulty arises 
from the fact that the source and the recipient of the income 
are not coterminous. The one may be within the state, the 
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other without the state. In a federal income tax, these prob- 
lems arise only in international relations and are of minor 
importance. But within the several commonwealths of a 
union or federation, the subject assumes grave dimensions. 

From the ideal point of view an income tax might be con- 
sidered as a strictly personal tax, and the recipient of the 
income would then pay a tax in accordance with the income 
received. But under existing conditions, both political and 
legal, such a theory is inapplicable to a state income tax. We 
should have the same difficulties that now confront us in the 
general property tax, where the controlling consideration 
is the legal residence of the tax payer. It is therefore essential 
to adopt another theory of the income tax; the tlu^ory, that 
the tax is imposed not only on the recipient, but also on the 
source of the income, making provision, as we shall see later, 
for the avoidance of double taxation. In other words, just 
as we sometimes speak of a property tax being imposed either 
upon the propeily or upon the property owner, so we can 
conceive of the income tax as a tax ('it her on the income or 
on the r('cii)ient of the iruumie. If the latter is called a tax 
on the person, the former may be calk'd a tax oji the thing, 
that is on the income irrespective of the recipient. The one 
would l)e a personal tax, the other would be an impca'sonal tax. 

This distinction is of the utmost importance, for it would 
otherwise be impossible for a state to readi incomes which 
are earned or derived within the state and which are finally 
paid over to individuals having a residence outside of the state. 
With this doulde conception of the in(*ome tax, howevc^r, which 
is in harmony with the jurisprudence of th(' subject as thus 
far elaborated in the United vStates, the solution of tliis par- 
ticular difficulty is simplified. The income tax must be treated 
not only as a tax upon the inconu's of legal residcaits of the 
state, but also as a tax upon all incomes earned or derived 
witJiin the state, irrespective of the legal residence of the 
recipient. In the latter aspet't it might be called a business 
tax; but we hesitate to use this term because it is not broad 
enough, and because the income may be received by some- 
one who is technically not in business at all. We prefer the 
verbal distinction betw^een a tax on the source and on the 
recipient of the income. 

The practical result is that there would be subject to a state 
income tax not only all the persons legally resident within 
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the state, but also all incomes earned or received within the 
state, whether these incomes are derived from property within 
the state, from l)usiness carried on within the state, or from 
relations or privileges existing within the state. 

While the administrative difficulties of such a dual in- 
come tax would not be great, they would be largely diminished 
by another suggested alteration in the federal tax. In the 
first year of the operation of the federal law, returns were 
made by individuals at their place of business. In the second 
year, t he option was given of making th(^ returns either at the 
place of business or at the place of residence. It would be 
a comparative!}^ simple matter for th(i fedc'ral law to require 
a return of the state or states where the in(‘om(^ was deprived 
as well as of the legal n^sidence of the r(KMi)i(‘nt. This would 
afford an cff(X‘tive (‘ontrol of the returns. In a metropolis 
like that of New Yoi’k, for instance, where a large part of the 
income earned within the city is received by non-residents, 
this problem is of spcicial importanc(\ Almost every im- 
portant incoriH' tax in the world, it may be said, includes this 
double aspect of income. 

It is obvious, however, that if we tax both incomes earned 
and incomes finally received within the state, some rule must 
be laid down as to th(^ relative proportion to be taken by 
each taxing authority. We thus come to the second of the 
points nuaitioned a])ove. 8o far as tlie income from real estate 
is concerned, the prol)lem need not give us any troulde, for 
under the accepted principles of Anunic^an jurisprudence and 
of justice the inc!ome from real estate ought to be apportioned 
to the state of its location. In the case of business incomes, 
however, some method must be devised for taxing only so 
much of the income as is actually r(H3eived or derived within 
the state. It is here that we shall need some federal law, or 
some decision of the supreme court, in order to bring al)out 
complete uniformity. As a matter of fact, several states 
including New York already apply the prim'iple in the taxa- 
tion of corporations by utilizing the criterion of proportionate 
mileage or proportionate assets or proportionate capital em- 
ployed within the state. And as long as the principle of allo- 
cation is accepted, the exact method of devising a practical 
scheme may safely be left to the future. 

If, however, the suggestion is adopted, permitting munic- 
ipalities to levy an additional income tax under state law, or 
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distributing to localities in general a percentage of the state 
income tax, it would become necessary to provide for a fur- 
ther apportionment of income within the stat(is themselves. 
If New York City for instance, were to lev}^ an additional 
income tax, the question would arise in the case of New York 
business men living in Westchester County, as to how much 
tax they shoukl pay in New York. This should of course 
be a matter for state law to regulate; and almost any rough 
approximation to o(piality would be adequate. It might, 
for instance, be provided in the law that in such cases two- 
thirds of the tax should accrue to the place where the in- 
come is earned and that one-third should be handed over to 
the place of legal residence, or the distril)Ution of the state 
tax to the localities might be on the basis of assessed valua- 
tion of real estate, which would have the great advantage of 
causing the localities to increase their assessed values, thus 
working in precis(dy the opposite direction from the state 
tax on property, which notoriously leads to under-assessment. 

The third point adverted to above is the relation of in- 
dividual and corporate taxation. Here again we see the ne- 
cessity of the dual conception of income. If the income tax 
be conceived of simply as a tax on the ultimate recipient, 
no tax on corporations would be legitimate. On the other 
hand, if the tax be considered one cm the source of the in- 
come as well, a tax on the income of the corporation as well 
as on the dividends received by the stockholder would be 
entirely legitimate if the corporation tax be regarded as an 
impersonal tax. Especially would this be true if the cor- 
porate income tax were extended to all business concerns. 
We should then have an impersonal tax side by side with a 
personal tax. 

Whether the income tax should be applied to corporations 
in those states which already have a fairly successful system 
of corporation taxes is a matter open to debate. In New 
York State, for example, ordinary manufacturing corporations 
are to a large extent, under the practical constniction of the 
law, exempt from state taxation. There is no compelling reason 
why they should not be subject to a state income tax under 
the conditions mentioned above. So far as the public-service 
corporations, however, are concerned, New York already 
derives a large revenue therefrom; and while there is no doubt 
that a reform of the state tax on corporations is entirely de- 
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sirable, it mipjht be just as well, in order not to multiply diffi- 
eulties, to exempt them from the income tax. All corporations, 
however, are still subject in New York to local taxation on 
their entire property tax. The complications connected with 
this as leading to the adoption of the involved franchise tax 
are well known. It would be a great step in advance if there 
could be substituted for this local tax on personal property a 
local income tax to be assessed by the state board and to re- 
place the franchise tax as well. This would greatly diminish 
the objections on the part of local communities which now 
derive a substantial revenue from corporate taxes. That 
in New York as well as in many other states the corporation 
taxes, both state and local, will ultimately be put on an in- 
come basis, is scarcely open to doubt. But as to the tempo of 
development, there may be reasonable grounds for discaission. 

It is obvious from what has been said that it would be in 
every way desirable to abolish entirely the taxation of per- 
sonal property and to have the income tax serve as a sub- 
stitute therefor. If this is an impossil)ility for political or 
constitutional reasons, it would be well to consider the plan 
already adopted in Wiscoiisin, namely, to permit the deduc- 
tion of any taxes paid by individuals on personal property 
from the sums due for income tax. This would, indeed, still 
necessitate the form of property assessment; but the result 
would virtually be the same. Moreover, the privilege w^hich 
has been suggested of permitting localities to choose an addi- 
tional income tax for local purposes, to be levied by the state, 
would put it entirely within the competency of each city, 
town or village to decide whether it preferred a continuance 
of the old general property tax, or a substitution of the new 
income tax. We might even go further and, if a local income 
tax proved to be politically impossible, suggest that the munic- 
ipalities be permitted, under general state regulation, to 
select as a substitute for the personal property tax an indirect 
income tax in the shape of a habitation and an occupation 
tax. 

• The adoption of some such plan, it will be recognized, will 
also accomplish all that is desirable in the plan of separation of 
sources. The controlling reasons for suggesting the separa- 
tion of state and local revenue have always been to relegate 
the taxation of real estate to the localities and to provide for 
a centralized state administration of taxes on corporations, 
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inheritances and the like. The adoption of a state income tax 
would really be in harmony with this scheme of separation; 
for real estate would be exclusively taxed by the local com- 
munities, while corporations and inheritances would be as- 
sessed by the state authorities. The mere fact that the in- 
come tax might be utilized for both state and local purposes 
would in reality not derogate from the principle involved. 
For the basis of the tax would still be a state basis, even though 
additions were permissible to the localities. Such a system 
should not be deemed inimical to the real principle under- 
lying the theory of separation of source, any more than the 
existing apportionment of the mortgage recording tax in New 
York or of certain corporation taxes in other states ought to 
be deemed inimical to the principle. Separation of source 
properly conceived, means primarily separation of the assess- 
ment of source. 

From the above review it will be seen that we are slowly 
but surely benng pushed into a position where property is to 
be replaced by income as the chief basis of taxable ability. 
If in New York public opinion is not yet ready to declare it- 
self in favor of su(‘h a revolution as is implied in the income 
tax, it is entirely likely that we shall j^roceed for a time to fol- 
low the plan pursued for over a century by France, when 
she abandoned her old personal taxes — that is, of attempting 
to reach the income indirectly rather than directly by a series 
of taxes on things rather than on persons, — such as habitation 
taxes, occupation taxes, busiruiss licenses and the like. For 
with the increasing burdens of modern life, it is fair to assume 
that real estate alone will not be permitted to endure the 
pressure. Until the recent adoption of the federal income 
tax, the outlook for a successful state income tax was ex- 
ceedingly sUght; now, however, the situation is entirely altered, 
and is full of promise. 

There are only two points that we should like to emphasize 
in closing. The one is that if we are to utilize the income tax 
as a promising source both of greater revenue and of greater 
equality for state and local purposes, it is important that 
the rate of the income tax should be kept low. For if there 
should be a real competition between the federal and the 
state governments for the same source of revenue, the results 
could only be disastrous. This leads to the second point, 
that it behooves us to take up anew, and from a broader point 
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of view, a reconsideration of the relative merits of direct and 
indirect taxes. With the well-nigh exclusive reliance of the 
states upon direct taxation, and with the growing tendency- 
on the part of the federal government to emphasize the prev- 
alence of (liix^ct taxation, there is a grave danger of our over- 
stepping the limit. All history has shown that a certain balance 
must be kept between direct and indirect taxes. As the great 
reformer Gladstone told us over a half a century ago, we must 
think of dire(;t and indirect taxation as two attractive sisters, 
with the same jjarentage (necessity and invention), differing 
only as sisters may differ, in minor respects, and not justifying 
any unfriendly rivalry between their admirers. We are in 
danger of losing that sense of impartiality, which so strongly 
animated that great statesman. We need in the domain both 
of federal and of state taxation to devote considerably more 
attention in the future to the possibilities of indirect taxation. 
For we shall othei'wise not only complicate the situation but 
incur the danger of a serious reaction from the ensuing ex- 
aggerated burden of direct taxation; and shall render still 
more diffitiult this transition from property to income taxation 
whi(di is unpending in many of our states and which we have 
ventured te call the next great step in advmice.^ 

' The plan .suggest ed in 1015 in the above addres.s was carried out in all 
its important feature.s within a few yeans in New York. In 1017 the in- 
come tax was ai)plie(l to corfwrations in the so-called Emerson Law'; and 
in 1010 to individuals. In Massachu.setts, where much the .same argu- 
ments were applicable, the se(iuence was the oi)posite; the personal income 
tax was introduced in 1016, the cor}iorate income tax in 1019. For an 
admirable account of these see the monograph by Professor Alzada Corn- 
stock: Stale Taialion of Personal Incomes. New York, 1921 (Columbia 
Studies in History, Economics and Public Law). 
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THE RELATIONS OF FEDERAL, STATE AND LOCAL REVENUES ^ 

1. The Problem 

It is only in modern times that the fiscal inter-relations 
between central and local governments have become of im- 
portan(‘e. In ordinary states the question is one of divergence 
l)etween national revenues and local revenues. In federal 
states the problem is further complicated by the interposition 
of the commonwealth or state between the federal or national 
government on the one hand and the local government on 
the other. 

Government revenues are the counterpart of government ex- 
penditures, and these depend primarily upon the character and 
the extent of government functions. From this point of view, 
the fiscal relations in question are of considerable compl(\xity. 
All expenditures were originally local in character. Economic 
life was at the outset based upon a local e(T)nomy, and what 
little money was s])ent was both raised and expended prima- 
rily for local purposes. It was only when the national state 
developed as a result of the profound economic changes of 
the later middle ages that national expenditures now ap- 
peared on the scene, and especially for the purposes of the 
amiy and the navy. Somewhat later there came a two-fold 
development as a consequence on the one hand of trade and 
commerce and on the other of democracy. 

Trade and commerce were responsible for the growth of ex- 
penditures connected with transportation, and especially with 

' The earlier part of this chapter is based upon a paper read before the 
Second Pan-American Congress in Washington, December, 1915, and 
published in the Proceedings of the Second Pan-American Scientific Congress^ 
vol. xi, 1917, — pp. 79"87. The latter part of the chapter is based upon the 
“Report of the Committee on the Relations of State and Federal Taxation*’ 
made to the New York State Tax Association in 1917 and published in 
the Addresses and Proceedings ^ Seventh State Conference on Taxation^ Al- 
bany, 1917, pp. 26-49. 
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good roads. Although this was accomplished in part by the 
localities, more and more supervision was exercised by the 
central governments, so that the expenditures of the central 
government for such purposes now grew to considerable pro- 
portions. The same was true still later when, as in France, 
the construction of canals called for large outlays. The result 
of the movement down to the beginning of the nineteenth 
century was that the great burden of expenditure resting 
upon the individual was primarily for the purposes of the 
central government, and that even in England the local ex- 
penditures were limited in large measure to the care of the 
poor, with very slight addition as for roads and other mis- 
cellaneous purposes. 

At tlie beginning of the nineteenth century, the democratic 
movement, which was the result of the industrial resolution, 
altered the siUiation in two ways. In tlie first place, there 
now came a rapid increase of expenditures for edue^ation, for 
improving the health and sanitation of the community and, 
finally, for developing the general welfare in its still wider 
aspects. In the second place, these expenditures were over- 
whelmingly local in character, although there has also been a 
tendency of late for the central governments to assume to an 
increasing extent some of the same functions. The conse- 
quence has been that, on the whole, in the most recent period 
local expenditures have become in many ways quite as im- 
portant as, even if not more important than, the central ex- 
penditures. 

While there has been this general movement, the situation 
has been complicatcHl by the fact that government functions 
and expenditures have been variously apportioned in different 
states. In some states certain functions have been gradually 
relegated to the local communities; in others, the contrary is 
the case. 

In the Anglo-Saxon communities, there has been a growing 
tendency for a central control over the local functions of govern- 
ment; in others, as in France and Italy, there has been a tend- 
ency toward a greater decentralization. Moreover, in all 
’federal states a further complication has been introduced in 
that in the separate commonwealths or states that stand be- 
tween the localities and the federal government there has 
been a mixed movement both toward centralization and toward 
decentralization; so that in some communities the one tendency 
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preponderates, in other communities the contrary. In the 
United States, for instance, the states have been gradually 
assuming the control of several functions that were originally 
left to the localities, as in the case of highroads, hospitals, 
asylums, state constabulary, and the like. On the other hand, 
the states have been losing some of their functions to the 
central government, as in the case of the growing federal 
control over railroads and various forms of business enter- 
prises; and we now hear insistent demands for a federal quaran- 
tine, and for federal control of labor conditions. As a consev 
quence, there is at present no clear-cut line between federal, 
state and local functions and expenditures. 

Since the revenues of government stand in a certain relation 
to expenditure's, ihi) same difficulties that- have arisen in the 
case of expeai(litur(\s r('ai)j)ear in that of revenues. In fact, 
there are even morc^ (complications in revenue than in expendi- 
ture because of tlie possibility, as we shall see, of expenditures 
by one form of government being defrayed out of the rev- 
enues derived in part or in whole from another form of govern- 
ment. The whole su})j('(ct of public revenuccs is tlua’c^fore 
bound up witii the problem of a proper relation between (central 
and local finance, or in the case of federal governments be- 
tween federal, state and local finance. 

As a pn^liminary to a discussion of the fiscal relations of 
central and local governments, it is necessary to recall the 
two controlling principles of jniblic revenues. These, as is 
well known, are, on the omc hand, the principle of ability to 
pay and, on the other hand, that of benefit confernHl. It need 
not be pointed out t,hat the latter was the one long accepted 
by publicists, and it is only in recent tinu^s, with the emer- 
gence of modern (hanocracy and with the insisteiuce on the 
specifically social aspects of public finance, that the principle 
of ability to pay has come to th(^ front. The most recent 
analysis of the subject, however, discloses the legitimacy of 
both principles, although it is (careful to ndegate each principle 
to its proper sphere. It is now w(^ll understood, for instance, 
that taxes in general must be framed and apportioned ac- 
cording to the principle of abihty to pay; while most of the 
remaining categories of public revenues, such as fees, special 
assessments, and prices of all kinds for governmental services 
conform to the principle of benefits conferred or cost in(mrred. 

While this demarcation is now generally accepted, it is none 
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the less true that there is a certain border line or zone of in- 
difference. Certain taxes like some imposts on land can be 
upheld almost as well on the principUi of benefits as on that 
of ability to pay; while other payments, like inheritance taxes, 
which in some countries (like the United States) are legally 
iiududcd under the head of payments made for benefits or 
privileges, correspond in reality to tlu^ priiuaple of ability. 
Without attempting to pursue further this inviting line of 
inquiry, it is sufficient for our purpose to point out that there 
is a jurisdict ional division (corresponding roughly to the above 
division in pi-in(ci})le; that is to say, th(c chief home of revenues 
predicated on the princi})le of bccncfit is to be found to-day in 
the local divisions, while the chuff home of ncvenues based on 
the princi])l(c of ability to pay is to be found in the more central 
g(jvernnienta] jurisdi(‘tions. The line is, indeed, not entirely 
sharp; for w(c lind, on the one hand, some fees levied and not 
a f('W industries or caiterprises conductced l)y central govern- 
ments; while, on tlu' other hand, (certain local taxes are to be 
ex[)lained primarily on the principle of ability to pay. But 
as a general ])rinci])le it is true that tluere (exists in most coun- 
tries to-day a largcn* field for the principle of benefits in the 
localities, and a larger field for that of ability to pay in the 
central jurisdiction. 


II. The Five Methods 

If we turn to an analysis of the actual conditions to be found 
in the fisccal n'lations of central and local governments and if 
wtc confine our attention to what is the most imj:)(jrtant part 
of the subject, viz., the revenue from taxes and primarily from 
taxes which may be upheld on the principle of ability to 
pay, we shall see that there are no less than five different 
methods actuall}^ employed. These are as follows: 

(A) The taxes are assessed by local authorities, with addi- 
tions for the use of ihe (central government. This is the common 
method in the American commonwealtlis, where the local 
revenues are derived, to an overwhelming extent, from the 
general property tax, levied upon real and personal property 
alike. The rate of the tax for purely local purposes is ordi- 
narily arrived at by dividing the assess(^d valuation of the prop- 
erty in the locality by the amount to be raised for local pur- 
poses. To this local rate there are added rates for county 
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as well as for state purposes, each of which is ascertained by 
dividing the assessed valuation of the property in the locality 
by the amount needed for the expenses of the county and 
of the state respectively. The same tax, assessed by the local 
officials — viz., the general property tax, — is thus utilized for both 
local and central purposes. 

(B) The tax is assessed by the central authorities with 
additions for local purposes. This is the reverse of the system 
last mentioned. It was, until the great reforms of 1917-1920, 
to be found in France, whose example has been copied in not 
a few states. In France there were four taxes levied for state 
purposes: the land and buildings tax, the patentes or business 
tax, the personclle et mobiliere or personal tax, and finally the 
door and window tax. The local revenues were obtained by 
adding a certain percentage, known as the ceMtimes additionels, 
to each of these state taxes. There were, indeed, other rev- 
enues, chiefly from indirect taxes for state purposes, and 
from the octrois for local purposes; but the fact remains that 
so far as the bulk of local revenues ds concerned, they were 
derived from this simple addition to the direct state taxes. 
Under the new regime, where the four impersonal taxes have 
been replaced by the income tax, the local revenues consist of 
centimes additionels to the state income tax. 

(C) The separation of the sources of revenue; that is, certain 
taxes are utilized for central, and others for local purposes. 
This separation again is either total or partial. A partial 
separation is very common. Virtually all nations, for instance, 
reserve customs duties, whether import or export duties, for 
the central government. Many nations again reserve definite 
classes of indirect taxes for the central government. In the 
United States, for instance, there are only one or two excep- 
tions to the general rule that the indirect taxes are devoted 
to federal purposes, in the shape of the Internal Revenue. 
The same is true, although to a somewhat slighter extent, of 
the German Empire. Even in regard to direct taxes, however, 
the principle of separation of source is not infrequently found. 
In Great Britain, for instance, the income tax is utilized for 
the nation, while the local revenues are derived almost ex- 
clusively from the local rates or real estate taxes. Again, in 
Germany, the so-called taxes on yield (Ertrags-Steuem), which 
correspond to the four direct taxes until recently levied in 
France, are, since the reforms of 1893-1895, reserved exclusively 
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for the local governments, although for the sake of better 
administration they are still assessed by the states. In the 
United States this tendency is also visible. In not a few com- 
monwealths the inheritance tax and even the corporation 
taxes are now allocated to the state, whik? the local govern- 
ments depend more and more upon the property tax. In 
New York this policy has been carried to such an extent that 
for a number of years during the first deciade of the present 
century, it became unnecessary to levy any so-called direct or 
property tax as an addition to the local tax. 

(D) The division of the yield; that is, the revenues are col- 
lected by the central authorities, but a portion of the yield 
is assigned to the localities. This is tru(^ of the so-called 
death duties in Great Britain, where a portion of the yield is 
reserved for the local divisions. An analogous condition 
prevails in some of the Amerk^an commonwealths, where rail- 
road or other corporation taxes are assessed and collected by 
the state governments, but are then returned in part to the 
lo(;al divisions. Conspicuous illustrations of a similar method 
are seen in New York in the income tax and the mortgage tax, 
th(* proceeds of each being divided equally })etween the state 
and the locality. The most striking example of this principle, 
however, is found in Gennany where the law of 1920 puts 
the entire administration of the income, inheritance, land 
transfer (Grunderwerbsieuer) and turnover (UmsatzsUMer) taxes 
in the hands of the empire, and assigns a portion of the rev- 
enue to the states. This portion amounts to two-thirds for the 
income tax, twenty per cent for the inheritance tax, fifty per 
cent (and in a few cases twenty-five per cent) for the land trans- 
fer tax, and fifteen per cent for the turnover tax. In the last 
case five per cent must go to the localities; in all the other cases, 
the apportionment to the localities is left to the states. \ 

(E) The system of subventions or pa>nnents from the cen- 
tral to the local governments or from the local to the central 
governments. A notable example of the former system is to 
be found in Canada, where, as a result of the surrender by 
,the separate provinces of the right to levy customs and excise 
duties, the Dominion transfers annually large subventions 
to the provincial treasuries. A similar system is in force in 

‘ In 1923 these proportions were changed as follows : income and corpora- 
tion tax 75%, increased in 1924 to 90%, motor tax 50%, turnov(^r tax 10%, 
land transfer and race track taxes 100%. 
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Australia, since the constitutional amendment of 1910, as a 
result of which the Commonwealth, in return for the privilege 
of levying all customs and excise revenues, annually pays 
over to the separate states a fixed sum per capita. In all these 
cases the payments are made by the federal to the state govern- 
ment. In other countries, however, th(' reverse system obtains. 
During the period of the first- Constitut ion of the United States 
the federal government was almost entirely supported by the 
so-called requisitions upon the states, and until recently the 
German empire was still very largely alimented by the so-called 
Matriailar-Bcltragc, or contributioiis made by the states. 

In comparing these five systems, it is dear that the first 
and the last possess obvious disadvantages. One of the chief 
difficulties connected with the first system is that the utiliza- 
tion for general state ]nirposes of a lo(*alIy assessed tax on 
property inevitably leads to an under-assessnuait of the prop- 
erty. It makes little difference', for instance', whether for 
purely local purposes we have an under-assc'ssment of prop- 
erty with a high rate, or a full assessnueit with a low rate. 
Since a definite amount of revenue is nec'ded for local pur- 
poses, and therefore a definite amount of money must be 
taken out of the pockets of each individual, as long as the 
property of all individuals is assessed in the' same proportion, 
it makes no difference whether we have a low or a high rate. 
As soon, however, as the assessment is utilized for state pur- 
poses, and the amount to be raised is niadc^ to depend upon 
the assessed valuation in the county oj’ th(' locality, it is clear 
that the lower the local valuation, thci less will l)e the ag- 
gregate amount which the locality will have to pay to the 
state. This is one of the chief causes which have led to the 
under-assessment of properly in thc^ American states, and it 
is largely for this reason that the movenu'nt is now so pro- 
nounced in the United States toward both a central super- 
vision over local assessments and an abandonmcait of the 
local property tax for state purposes. The first method thus 
is clearly susceptible of improvement. 

The fifth system, again, namely, that of subventions, is 
only a makeshift. To have the federal government depend 
entirely upon largesses from the states is to render it more 
or less impotent, and certainly to make it subordinate to the 
states. That was the result of the American system of requisi- 
tions, and was one of the reasons for the growing fiscal complex!- 
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ties of the German empire. On the other hand, to make the 
separate states depend financially upon the federal govern- 
ment is to weight the l)alance in the opposite direction and 
is not, in the long run, desirable in the interest of a complete 
€>quilibrium. The system of sulwentions is concededly a 
makeshift system, and in Australia it has therefore been limited 
to a period of ten years. 

The third system, namely that of the separation of source, 
possesses some advantages. The first is the conformity with 
the natural division of governmental functions and activities, 
('ertain actj'vilies of government are local, some are inter- 
local or state, and some are national. If the revenues can be 
made to conform to this natural division, so much will be 
gained. The second advantage is tlu^ securing of greater 
equality in the assessment of propeity, and especially oi real 
estate, leading to the c^limination of the' unfortunate scramble 
for reduction of valuation in the localities. The third ad- 
vantage, so far as conc'erns the relegation of the property tax 
to the localitic'.s, is a reduc'tion to that extcait of tiic^ direct 
taxation of prof)C'i’ty. The fourth is the removal of conflicts 
between tlie cities and thc^ rural c*oiintic'S. The final advan- 
tage is the greater ficixibility and ada,|.)tation of means to the 
end, whe]’e]:)y eacii locality ma}^ l>c^ bettc^r a])le to acijust its 
fiscal system lo its own fiscal necnls. 

While these advantages are undoubted, we must be care- 
ful not to push the principle too far. If by separation of source 
we mean, as explained aboved the liberation of the state from 
dependence on the loc*ally assessed propeHy tax, there can be no 
valid c:)bjec*tion to it. But if liy separation of source we mean 
absolutely distinc^t sources of revenue for ccmtral and for local 
purposes, with no possibility of the state sharing some of its 
revenues with the localities, the project is by no means beyond 
criticism, l^^or, as we have seen above, the line between loc^al, 
state and federal functions of government is by no means 
always clear cut; and a complete separation of source might 
put into too bold a relief a division which does not exist in 
actual life. Moreover, a complete sc3paration of source may 
somc3times introduce fiscal embarrassment. It may, for instance, 
happen that the particular sourc*e of revenue assigned to cither 
the state, or the federal government may be more than adequate 
for its purpose, while the source assigned to the other jurisdic- 

^ Supra, p. 376. 
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tions may be inadequate. There seems to be no convincing 
reason why the surplus of the one kind of revenue should not be 
utilized to make good the deficit of the other. 

In short, while there is much to be said for the principle of 
separation of source, correctly interpreted, we conclude that 
in the strict sense of the term it is in need of being supplemented 
by other principles in order to secure a well-rounded fiscal 
system. 

We come, then, finally to the consideration of the second and 
the fourth systems, mentioned above as B and D. 

The system of a centrally assessed tax with additions for 
local purposes has much in its favor, especially when the tax 
chosen is one with a broad l)ase. A good example of such a 
system was the Prussian income tax, which was administered 
by the state, and where additions up to a certain percentage 
were permitted for the use of the localities. The advantage is 
that the individual in paying his tax bill gives a lump sum for 
both state and local purposes, and is relieved from the an- 
noyance of separate returns. The same is true of the centimes 
addiiionels in France. The obvious danger, however, in such 
a system is that by using the same tax for both state and local 
purposes we run the risk of increasing the rate to such an 
extent as to interfere with its maximum productivity, — a 
danger inherent in any system which looks toward the single- 
ness rather than to the multiplicity of taxation. With this 
warning, however, and on the understanding that the system 
must not be pushed to an extreme, much may be said for the 
above method of local additions to centrally assessed taxes, 
as supplementary to the other methods in vogue. 

Finally, we come to the principle of division of yield. This 
is the obvious result of any particular source of revenue where 
the stream of income gushes forth so abundantly as to pro- 
duce more than is needed for the purpose in hand, and where, 
conversely, there is a deficiency elsewhere. An example of 
this is afforded by the railway taxes in some American com- 
monwealths. It is conceded that from every point of view it 
is preferable to have the assessment of railways in the hands of 
central authorities; for the experience of the American states 
with the local assessment of what is essentially inter-local or 
extra-local in character has been unfortunate. To take, how- 
ever, the entire revenue of railways for state purposes would 
be in not a few cases to rob the localities of a share of what 
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they have been accustomed to rely upon; and it was, therefore, 
an easy transition to introduce the system of a state assess- 
ment and collection, with a repartition of at least a part of 
the yield among the lo(;alities. The same point of view is 
observable in the German inheritance and incomes taxes, 
where for administrative and fiscal reasons it was found de- 
sirable to levy them as federal imposts, but where the sep- 
arate states which had been accustomed to depend upon those 
sources of revenue were able to prefer a claim to a portion of 
the yield. 

In short, wherever it can be shown that a particular tax 
might well, on the basis of general economic considerations, 
aliment both the central and the local treasuries, there is 
strong reason for maintaining the principle of division of yield. 

Our general conclusion from the above anatysis is that, while 
the first and fifth methods are relatively indefensible, a com- 
bination of the second, third and fourth methods affords a 
reasonable ground for expectation of success. 

III. The Choice 

In deciding upon choice between, or a combination of, the 
above methods it. is well to keep in mind certain fundamental 
principles. The three principles that should guide in the 
allocation of revenues as among various tax jurisdictions are: 
the (extent of the base of the system, the efficiency of the ad- 
ministration, the adequacy of the revenue. 

The extent of the base of taxation is obviously important. 
Some taxes rest, by their nature, upon the broadest possible 
base. The productivity of an inheritance tax for example 
depends upon the number and size of the assets of decedents. 
It is clear, however, that the smaller the area, the more variable 
will l)e the revenue. In a single town the death of one wealthy 
individual may swell the revenue from the inheritance tax in 
any one year to a point which may not be reached again for 
many years to come. This would be fatal to fiscal stability. 
A similar consideration would apply, although in a somewhat 
'diminishing extent, as between state and nation in a federal 
government. The larger the area, the more regular the revenue. 

Take, again, business or corporate activity, which originally 
was local in character but which has now become state and 
even national in character. Where the base is so broad, any 
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attempt to narrow the jurisdiction is fraught with peril. In 
the Middle Ages, for instance, a local or municipal tax on 
personal property was entirely feasible, because of the es- 
sentially local character of property. In modern times, how- 
ever, the assets of a large business and the intangible character 
of much of the property have now become national or inter- 
national in scope, so much so in fact as to render fruitless any 
attempt to reach that property by local methods; and the 
same consideration has led to the abandonment in recent years 
of any effort to levy a purely local income tax. 

Secondly, the efficiency of the administration. Certain taxes 
like real estate taxes are specially adapted to initial local ad- 
ministration, because the assessment takes place under the 
eyes of the individual taxpayer. In many other cases, how- 
ever, the farther away we get from local administration the 
better the chances not only of securing expert officials, removed 
from the dependence upon local prejudice, but also of making 
allowance for certain inevitable gaps in any local adminis- 
tration. When the administration, for instance, of the liquor 
license or excise tax in New York was transferred from local 
officials to the state administration, the revenue was largely 
increased. Again, if we have a system of state assessment, of 
corporations, the difficulty arises not only as to the allocation 
of the due proportion of total revenues earned by the cor- 
poration, but also of knowing what to do with purely interstate 
revenues. In the case of the inheritance tax, where a part 
of the revenue has been based upon the principle of residence 
of the decedent, we cannot ignore the chance of evasion by 
transferring the legal residence to a state where the tax does 
not exist, or where the rates are lower. Finally, the history 
of the United States particularly has shown that a federal 
administration is often more efficient than the state adminis- 
tration. Compare, for instance, the results displayed in the 
construction of the Panama Canal with those shown in the 
construction and maintenance of the new highways in New 
York. The efficiency of central as over against local ad- 
ministration depends not only upon general political and ad- 
ministrative conditions, but also upon the constitutional and 
economic relations of certain revenues themselves. 

Thirdly, the adequacy of the revenue in question must not 
be overlooked. In a certain jurisdiction which is already fairly 
well supplied with revenues, and where for reasons of greater 
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equality or expediency a new source of revenue is added, it 
not infrequently happens that the total is more than is needed; 
while, on the contrary, as aj^jain not seldom occurs, where 
this new source had previously been enjoyed by another juris- 
diction, the situation may be the reverse. Take, for instance, 
the case of a tax on corporations, which up to that time had 
largely alimented the local budget and which now is transferred 
to the state, thus resulting in a possible deficit in the one case 
and a surplus in the other. Take, again, the development of 
the federal inheritance tax in the United States, where the 
competition is being strongly felt by the separate states. Such 
exam])les, which might easily be multiplied, indicate the need 
of a careful consideration of the principle of relative adequacy 
of the revenues. 

The prat^tical inferences from the above would, of course, 
differ in every nation. We shall limit ourselves, in closing, 
to a summary of the conclusions applicable at the present 
time to the United States. As the most contentious part of 
the siibjec't has recently become the relations of state and 
federal finance, we shall begin with that. 

Let us recall to mind the chief steps in the development of 
these relations. 

In the period Ix'fore the formation of our present constitu- 
tion, the po\vei’s of taxation resided entirely in the separate 
states. The federal government, under the articles of con- 
federation, had no indei^endent powers of taxation. The 
failure of the efforts on the part of the federal government to 
secure from the states the power to levy import duties was 
in large measure resjionsible for the present constitution. 
Under the new constitution, the states abandoned to the fed- 
eral government the power to levy import duties and, by 
implication, to levy taxes of any kind on interstate commerce 
as well. Both state and federal governments were also pro- 
hibited from levying export duties. The whole remaining 
field of taxation was open to the states and the nation, with 
the exception that certain conditions were imposed on the 
exercise by the federal government of the right to levy either 
direct or indirect taxes. That is, it was required that indi- 
rect taxes should be uniform and that direct taxes should be 
imposed under a rule of apportionment according to popula- 
tion. 

When the new government went into effect, the states 
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alimented themselves from direct taxes on wealth — in the 
form of either the general property tax or taxes on special 
classes of property as well as from certain taxes on business 
and on polls. In a very few cases there were, in the Southern 
states, insignificant taxes in the shape of excises and tax(is on 
transactions. Under the statesmanlike guidance of Alexander 
Hamilton, the federal government decided to derive its rev- 
enue not only from import duties — which weni designed to 
constitute the leading source of income — but also from a 
combination of direct and indirect taxes lumped together 
under the head of internal revenue. So far as the indirect 
taxes were concerned, the revenue was derived almost exclu- 
sively from sources that were not utilized by the states; but 
in the case of the direct tax on lands, houses and slaves, which 
was levied in 1798, the principle was initiated of competi- 
tion with the sources of state revenue. For, to the extent 
that the direct tax was levied on properly as such, it was 
imposed upon the same objects that were already subject to 
state taxation. This is true also of the minor taxes on the 
sales of certain commodities and on legal transactions, in so 
far as these were found in a few of the southern states. 

It is interesting * to speculate what would have been the 
result in the United States had the Federalist policy been con- 
tinued. As is well known, however, the political revolu- 
tion which ushered in the Republican party brought with it 
also a fiscal revolution which settled the problem for over 
half a century. The new policy decided upon the abolition of 
all internal revenue taxes and made the United States de- 
pendent upon revenue from import duties alone. In this 
way the fiscal spheres of state and nation were kept entirely 
separate. 

When the war with England broke out, the Republican 
party was compelled to revert to Hamilton's policy and to 
resort to a system of internal revenue, including all the old 
taxes, and, in addition, excises on commodities. Had the 
war continued a few months longer, there is no doubt that the 
sphere of direct taxation would have been greatly increased 
and that Congress would have accepted the report/ of the com- 
mittee which had recommended the imposition by the federal 
government of an income tax, an inheritance tax, and a tax 
on such corporations as were of any importance at the time. 
But, with the sudden cessation of the war, not only did it 
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become unnecessary to levy these additional taxes, but it now 
became possible, in 1817, to abandon the entire system of 
internal revenue. 

For almost half a century thereafter the United States 
depended exclusively upon the revenue from import duties; 
and so j>;reat was the increase of foreign commerce, that from 
1830 on it be(\ame possible to reduce the rate of the tariff 
duties continuiilly. With the outbreak of the Civil War, how- 
ever, a new era was inaugurated and a comprehensive system 
of })oth direct and indirect taxation was adopted in order 
to supply the pressing needs of the treasury. This system, 
which included almost every possible kind of taxation, com- 
prised among th(^ direct taxes a tax on real estate, a general 
income tax, an inherif ance tax and a tax on corporations. 

By 1872, when the last of the war taxes was re^pealed, the 
country settled down to a new system of revenue on a peace 
basis. Ever since the advent of Jefferson, as we have learned, 
the federal government had relied, in peace times, exclusively 
on customs duties. It was now wisely decided to supplement 
the proceeds of the tariff by a system of internal revenue, 
consisting of taxes on a few, but important, articles of wide 
consumption, h^or over a generation this remained the settled 
policy of the United States, interrupted only by the tem- 
porary necessities of the Spanish War, when recourse was 
again taken to a more comprehensive system of indirect taxes 
and to certain direct taxes as on inheiitances and corpora- 
tions which, under our peculiar system of constitutional in- 
terpretation, were classed legally as indirect taxes. 

The third stage in the fiscal policy of the United States was 
inaugurated in 1909. There was now added to the revenue 
from customs duties and internal excises a tax on corporations, 
legally classified as an excise tax, but from the economic stand- 
point, of course, a direct tax. To this there was added, in 1913, 
an income tax and, in 1916, an inheritance tax. Even without 
the outbreak of the Great War there seemed to be every pros- 
pect of an augmentation of these taxes in the near future. 

To recapitulate, the fiscal policy of the United States in 
peace times may be divided into four periods. In the first 
or Federalist period, the national revenues were derived from 
both indirect and direct taxes; in the second period, dating 
from 1801 to the Civil War, tax revenues were limited, except 
during the War of 1812, to those from customs duties exclu- 
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sively; in the succeeding period, for a generation after the 
Civil War, a limited number of lucrative indirect taxes on 
commodities were added to the tariff duties; and finally, in 
the period beginning with 1909, the indirect taxes on com- 
modities were supplemented by dircict taxes. 

Thus in our fis(‘al system, as in so many oilier matters, the 
country was now, after the lapse of a century, revcrtmg to the 
Hamiltonian policy of government. But it is to be noted that 
at the close of the first decade of the jiresent centiny there 
were two important facts which distinguished our condition 
from that which existed at the close of tiie 18th century. The 
first is that in the Hamiltonian system the direct taxes were a 
minor factor in comparison with the indirect taxes; whereas, 
now, the tendency now seemed to be the other way and t he in- 
direct taxes — both import duties and intia’iial revenue — were 
being subordinated to tlu^ direct taxes. Idle s(H*()nd and more 
important point is that, in the interval, tlie fisc^al situation 
of the states had entirely changed, so that the firoblem of 
the relation of federal and state' finance, wliidi scaready existed 
in Hamilton’s time, has now assumed important dimensions. 

In the beginning, and for a long time, the fiscal needs of 
the separate states were insignificant. The expenses were 
very slight and the revenues were derived largcdy from fees 
and other miscellaneous sources. When Secretary Wolcott made 
his famous report on state taxes, in 1796, he disclosed the 
fact that of the total annual expenditures in Massachusetts 
of $145,531 only $25,682 needed to lie derived from taxes; 
while in the state of New York there had been no need of 
taxation at all, except for local purposes, for a number of 
years, the last state tax, which was levied only very rarely, 
having been imposed eight years before and amounting to 
an insignificant sum designed to last for several years. What 
Secretary Wolcott referred to is only direct taxes. As a matter 
of fact, however, as we learn from a contemporary document,^ 
of the total New York revenue in 1796 of $144,247 all was 
derived from the interest on investments or loans, except 
$31,295, which sum came from the duty on “sales at vendue.” 
In Virginia the taxes were somewhat more regular, but still 
very insignificant. It may be stated, therefore, as a general 
proposition, that there was virtually no problem of state taxa- 

^ Remarks on the Revenue of the State of New York. By Philip Schuyler, 
a member of the Senate of that state. Albany, 1796, p. 6. 
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tion and that the federal government was not seriously em- 
barrassed in its choice of revenues by any considerations affect- 
ing state finance. 

In the interval up to the Civil War the situation changed 
only slowly. In some of the older commonwealths, the needs 
of state revenue slowly increased and were met by low prop- 
erty taxes in the northern and middle states, supplemented 
in the south by a system of license taxes. As corporations 
developed, toward (be end of the period, they were included 
within th(i scope; of the property tax and in a few sporadic 
cases, some; insignificant inheritance taxes were added. 

After the Civil War, liowever, the expanding functions of 
state government increased the need of state revenu(;s in the 
older commonwealths, and with the consequent need of higher 
rates of taxation the old system gradually broke down. What 
took place in New York during the last quarter of the nine- 
teenth century was slowly duplicated in the other more in- 
dustrial states; and after a decade or two, the movement 
finally reached the more agricultural states, so that at present 
even the less progressive southern states are in th(; position 
where New York was forty years ago. This movement can be 
summarized as follows: the states’ ii(;eds have multiplied; 
the rates of the general property tax have increased enor- 
mously; the general pi*operty tax has, Largely for this reason, 
broken down as th(' chief source of commonwealth revenue; 
personalty has slif)pc‘d out of the assessimait lists; and all 
manner of inequalities have crept in. With the relative dim- 
inution of the yield of the property taxes the states first took 
recourse to special corporation taxes. Secondly, beginning 
as early as the ’80’s, they developed a system of inheritance 
taxes— first collateral, then direct on personal estate, and 
finall^q a general inheritance tax. When even these sources 
no longer sufficed, an attempt, still in process of develop- 
ment, was made to replace the old and now unworkable tax 
on personal property €;ither by special taxes on certain forms 
of personalty or, somewhat later, by a system cf income taxes. 
The remarkable change in the relative importance of state 
and federal finance will be realized when we remember that 
whereas in 1796 the total revenue from federal taxation was 
over 7 millions, the tax revenue of New York state amounted to 
only $31,000; but that in 1917, whereas the expenditures of the 
United States, exclusive of postal service, were $1,088,176,000 
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the expenditures of New York were over 77 millions. In 
fact the state expenditures alone were now one-half those of 
the national government.^ 

So prodigious are the continual increases in state expendi- 
ture that the problem of meeting them wisely becomes one 
of growing difficulty. It is hopeless to think of solving the 
problem by reducing expenditure. Much waste and extrava- 
gance can of course be eliminated by more improved accounting 
methods and, more especially, by the adoption of a modern 
budgetary system. But the prospect of steadily mounting 
expenditures led to a decided feeling in not a few common- 
wealths that unless the nation ceased to reach out into what was 
more or less rightly conceived to be the preserves of the states, 
serious embarrassment would arise, until the states would 
ultimately find it almost impossible to keep pace with their 
advancing needs. 

The outbreak of the Great War has, however, revolutionized 
the situation. So stupendous was the cost that for an in- 
definite future the national expenditures, bequeathed by the 
conflict, will greatly exceed all the state and local outlays. 
Whereas in 1913 (the last general census year) state and local 
expenditures were about twice as large as those of the national 
government, in 1919 the national expenditures were (and 
promise to continue for the future) far larger than the state and 
local expenditures combined.^ 

The problem of taxation has thus become primarily a 
national problem; and, as a consequence, the greater part of 
the national revenues will, in conformity with democratic 

^ The total for all the states in 1917 was $517,503,220. Cf. Financial 
Statistics of States, 1917. 191S. — p. 07. 

^ The figures of expenditures are as follows: 

For 1913 the total was $2,799,000,000 divided into: 

Nation $953,000,000 Municipalities $1,108,000,000 

State 377,000,000 (over 2,500) 

County, 370,000,000 

For 1919: 

State $640,000,000 Municipalities $1,233,000,000 
(over 2,500) 

Adding another half billion for the probable county expenditures, on which 
we have no intercensal statistics, makes a total of about $2,500,000,000, 
as over against more than five billions, of national expenditures. The 
estimates for 1922 run over four billions. 



FEDERAL, STATE AND LOCAL REVENUES 677 


instincts, have to be derived from direct taxes. The old time 
indirect taxes, even though necessarily stretched to the very 
limit of endurance, will accordingly henceforth have to be 
regarded as a supplementary resource. The consequence is 
that while the national government will no doubt in the fu- 
ture, as in the past, monopolize the customs duties and other 
indirect taxes, it will have to levy a far larger amount of direct 
taxes than will the states and localities. This is a not unde- 
sirable result because both the income and the inheritance 
tax rest on so broad a base as to make their utilization by the 
federal government desirable. 

The question tlien arises, what is left for the separate states 
and localities? The states, it is clear, should rely chiefly upon 
corporation taxes, upon special taxes on property, and upon 
license and business taxes. Where thesci do not sufTnie, and an 
increasingly successful endeavor is made to abolish the in- 
adequate general property tax, the states should rely, in addi- 
tion, upon a part of the inheritance tax to be assessed by the 
federal government and finally upon income taxes, which 
should be supplementary, and as far as possible conformable, 
to the federal income tax. 

The reason why a distinction is made in the sugge^sted assess- 
ment of these two taxes is that tlui prol)lem of residence is 
more easily solved in an income tax than it is in an inheritaiice 
tax; for the inheritance tax is really a tax upon the estate of 
a decedent, while the income tax may }:>e so arranged as to 
include a business tax as well as a tax upon the individual. 
In either case, however, and irrespective of the jurisdiction 
which assesses the particular tax, some American states will 
no doubt, to an increasing extent, depend upon both the income 
and the inheritance tax. 

Finally, local governments should rely primarily upon rev- 
enues referable to the principle of benefits, such as special as- 
sessments and fees of all kinds, which should be better regulated 
by state law; upon the tax on real estate and especially upon 
land taxes; and, so far as further revenues are needed, as a 
Tjubstitute for the unworkable personal property tax, upon 
additions to the state income tax. 

It is not unlikely that the problem of fiscal interrelations will 
be solved in this general direction in the United States; for the 
solution is in harmony with the fundamental principles that 
have been presented above. In other countries, the practical 
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aspect of the solution will no doubt be different; but it is safe 
to say that throughout the world the trend of adjustment in 
the fiscal relations of federal, state and local governments will 
be found to be in line with the solution that has been sketched 
above. 

Note to 10th ed. For repent literature on this topic see A. Hensel, 
Der Finamauxglrich im BundesMmt, Berlin, 1922; Viktor Stinger, Der 
Finanzavugleirh zwiachen Bund und Kantonen, Bern, 1923; and B. R. 
Ambedkar, The Evolution of Provincial Finance in Brilish India, London, 
1925. 



CHAPTER XXII 


THE WAR REVENUE ACTS 

The war revenue act of October 3, 1917, possesses the dis- 
tinction of l)eing the most gipjantic fiscal enactment in history. 
Never before has an endeavor been made to provide in a single 
measure for so colossal a revenue as is sought to be obtained 
by this law. In the following pages we shall attempt, after 
a short, historical introduction, to give a summary of its prin- 
cipal features, an estimate of the tax burden involved, a state- 
ment of its probable distribution, and an interpretation of 
the novel and significant contributions made by the measure 
to public finance. 


1. Historical Retrospect 

The history of our war finance begins with the emergency- 
revenue law enacted shortly after the outbreak of the conflict 
and two and one-half years before our entrance into the war. 

This history, however, cannot be understood unless we re- 
member the cliange in the theory of federal revenue that had 
occurred in the jireceding five years. From the early seventies 
of the last century, when the country had settled down after the 
fiscal upheaval occasioned by the Civil War, the federal income 
had been derived from customs and internal revenue taxes 
levied almost exclusively on liquors and tobacco. In 1909 
this complete reliance upon indirect taxes was altered by a tax 
on corporations, called an excise tax in order to bring it safely 

^ This chapter is reproduced with a few changes from the article originally 
published in the Political Science Quarterly for March, 191S, vol. xxxiii., pp. 
1-37, which deals with the Act of 1917. In the notes as well as the appen- 
dices to the present chapter att ention is directed to the changes made by 
the second great war revenue act, which is generally spoken of as the Act of 
1918, although if did not formally receive the assent of the President until 
Feb. 24, 1919. A separate treatment of this act, which made no funda- 
mental changes in principle, will be found in R. M. Haig, ^‘The Revenue 
Act of 1918,” Political Science Quarierlyy vol. xxxiv. (1919), pp. 369-391. 
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within the constitutional inhibition. After the passage of the 
Sixteenth Aniendnient, however, the corporation tax was merged 
in 1913 into the general income tax, which now marked the 
definitive adoi)tion of direct taxation as a regular part of the 
national revenue. Recent events have only served to confirm 
the wisdom of those who argued that, from the point of view of 
possible warfare alone, it would be the height of folly to deprive 
the governiruint of a great nation of such a potent engine. 
Without the Sixtc^erith Amendment we should have been de- 
prived not only of the present income tax but, in all probabil- 
ity, of the present excess-profits tax as well. 

The Act of 0(^tol)er 22, 1914, entitled “An act to increase the 
internal revenue and for other purposes,^’ was popularly known 
as the emergency-revenue law and was so termed in various 
official documents. The financial disorders which followed the 
outbreak of the war so seriously affected current revenues that 
an addition was imperatively needed. This was provided by 
four series of taxes: first, the increase of the tax on beer from 
$1 to $1.50 a barrel, together with slightly higher taxes on cer- 
tain wines; second, the so-called special taxes on tobacco dealers 
and manufacturers, on bankers, brokers, (‘ommission merchants, 
and proprietors of public amusements; third, schedule A, com- 
prising a variety of stamp taxes on transactions, as well as a tax 
on telegraph and telephone messages, express and freight rates, 
and Pullman fares; and finally, schedule B, consisting of stamp 
taxes on toilet articles and chewing gum.^ 

The additional revenue thus secured was about $52,000,000. 
That it was needed is obvious from the fact that the ordinary 
internal revenue, as appears from the table on the next page, fell 
from 308 millions in 1914 to some 283 millions in 1915. More- 
over, owing to the increased yield of the income tax, as a result 
of the business recovery, the total internal revenue for 1915 was 
over 410 millions as compared with 380 millions in 1914. 

The operation of the law was limited to the period ending 
December 31, 1915. It was so apparent, however, that the 
emergency was growing more serious, that Congress by joint 
resolution of December 17, 1915, extended the operation of the 
law to the close of 1916. The prosperity of the country con- 
sequent upon the filling of the Allies^ orders for munitions and 
food resulted in an addition of almost a hundred millions to the 
internal revenue during 1916, the emergency revenue now 
1 For details cj. Tables 1, III and IV, infra^ pp. 708-712 
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yielding over 84 millions and the income tax providing almost 
125 as against the 80 millions of the preceding year.^ 

The political sky became so lowering during the spring and 
summer of 1916 that even this increase seemed entirely inade- 
quate. The consequence was the enactment, after considerable 
discussion, of the law of September 8, 1916. This act, entitled, 
like its predecessor, '^An act to increase the revenue and for 
other purposes,’' repealed all the taxes imposed by the emer- 
gency-revenue law except the so-called special taxes which were 
to continue until the end of the year. The chief feature of the 
new law was the increase of the inc.ome tax, the normal rate 
being raised to 2 per cent and the scale of progression being 
made sharper. Next in importance were the changes in the 
taxes on tobacco and liquors, the rates on tobacco and beer 
being made about the same as in the emergency-revenue law of 
1914, while the rates on spirituous liquor were somewhat in- 
creased. Two new taxes were added, the estate tax, graduated 


^ Inteknal Revenue and Customs Receipts (in Millions of Dollars) 



1914 

1915 

1916 

1917 

Spirits 

$159.1 

144.6 

158.7 

192.1 

Tobac(;o 

79.8 

79.9 

88. 

103.2 

Ferrrumted LiqiK)r.s 

(>7.1 

79.3 

88.8 

91.9 

Oleomargarine 

1.3 

1.7 

1.5 

1.9 

Miscellaneous 

.9 

1.5 

1.7 

2. 

Special Taxes 


4.9 

6.9 

15.7 

Schedule A 


20.5 

38.1 

8.3 

Schedule B 


2.9 

4.1 

.7 

Estate 




6. 

Munitions 




27.7 

Excess Profits 




.037 

Miscellaneous 

1.1 

1.5 

1.7 

2.1 

Total of above items 

308.6 

335.5 

387.8 

449.7 

Ordinary 

308.2 

283.4 

303.5 

354.4 

Emergency 


52. 

84.4 

95.3 

Income 

71.4 

80.2 

124.9 

359.7 

Corporation 

43.1 

39.1 

56.9 

179.6 

Individual 

28.3 

41. 

67.9 

180.1 

Total Internal Revenue 

380. 

415.7 

512.7 

809.4 

Customs Duties 

292.3 

209.8 

213.1 

225.9 

Total Tax Revenue 

672,3 

625.5 

725.8 

1,035.3 

Total Ordinary Receipts 

743.7 

697.9 

779.7 

1,118.2 

Total Receipts (including Postal 




Revenue) 

1,002.6 

985.2 

1,091.7 

1,447.9 


* See Appendix, Table V, infra, p. 713 
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from 1 per cent to 10 per cent, and the munitions manufacturers’ 
tax, the duration of which was limited to one year after the 
close of the war. This was a so-called excise tax, over and 
above the income tax, of 12J^ per cent upon the net profits of 
manufacturers of gunpowder, cartridges, projectiles, firearms 
and motorboats, including submarines. Finally came a series 
of so-called special taxes, limited, with one exception, to manu- 
facturers of tobacco, brokers, and proprietors of public amuse- 
ments. The exception consisted in an excise tax on corpora- 
tions, joint stock and insurance companies, amounting to 50 
cents for each $1,000 of the value of the capital stock over 
$99,000. The act also provided for changes in the import duties 
on dyestuffs and printing paper, and brought into existence 
the new tariff commission. 

The Act of 1916 was expected to yield an additional revenue 
of several hundred millions. During the early months of 1917, 
however, the political situation became so acute that Congress 
decided to make provision for the imminent conflic^t by creating 
the so-called special-preparedness fund, to be used only for 
military and naval preparations. This was accomplished by the 
Act of March 3, 1917, entitled, ^‘An act to provide increased 
revenue to defray the expenses of the increased appropriations 
for the army and navy and the extensions of fortifications and 
for other purposes,” The fund was to be alimented from two 
sources: the excess-profits tax and a considerable addition to 
the inheritance tax. The excess-profits tax consisted of 8 per 
cent of the amount by whit^h the net iiu’ome of every corpora- 
tion and partnership exceeded the sum of (a) $5,000 and (b) 
8 per cent of the actual capital invested. The law did not 
apply to corporations exempted from the income tax or to part- 
nerships carrying on similar businesses or deriving an income 
from agriculture or personal service. The estate tax was so 
altered that the new rates were graduated from 1 }/^ per cent 
to 15 per cent.^ 

The two acts resulted in a substantial increase of the revenue 
in 1917. Only an insignificant amount, however, was obtained 
from the excess-profits tax ^ and only about six millions from 
the estate tax. But the munitions manufacturers’ tax yielded 
about 28 millions, and the ordinary internal revenue about 60 
millions additional, while the income tax rose from 125 to 360 
millions, so that the total internal revenue for 1917 was over 
^ See table, infra^ p. 714. ^ See table on preceding page. 
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809 millions or, roughly speaking, somewhat more than double 
the pre-war yield under ordinary business conditions. 

Immediately after the declaration of war in April, 1917, prep- 
arations were rushed, and vastly augmented appropriations 
were made. That a prodigious increase in the revenue would be 
needed was apparent, but exactly how much would be neces- 
sary, no one knew. The Treasury Department refrained from 
making any exact estimates and when the present writer 
stated ’ that the expenditures would amount to at least ten bil- 
lions, his assertions were greeted with a smile of incredulity. It 
soon appeared, however, that this calculation was well within 
the truth, and preparations were made by Congress to finance 
the war on that assumption. After the revenue bill had come 
to the Senate Committee on Finance, a revised list of probable 
appropriations for 1918 was submitted, bringing the total to 
nineteen or twenty billions. This unexpected change called for 
a complete recasting of the bill, and led, after a protracted dis- 
cussion in the conference committee, to the passage of the Act 
of October 3, 1917. 

II. Summary of the War Reveriue Acts 

The law is entitled ^^An Act to defray war expenses and 
for other purposes.” All the new taxes are to be superim- 
posed upon the existing system, except that the old excess- 
profits tax is repealed and the munitions manufacturers^ tax is 
lowered to ten per cent, and is to cease entirely after Januaiy 1, 
1918. 

The backbone of the law, arranged in thirteen ^ titles, consists 
of the new income and excess-profits taxes, each of which will 
be discussed separately later on. The remainder of the law 
provides for a great variety of imposts.^ The most important 
is Title III,^ t he war tax on beverages, which includes an addi- 
tional tax of $1.10 per gallon on distilled spirits produced, im- 

1 How to Finance the War, Columbia War Papers, no. 7, p. 6. 

2 Chanji;ed in the law of 1918 to fourteen. 

* In the Appendix, pp. 708-714, are printed a series of tables, not to be 
^ound in any of the official publications, showing: the details of the old 
rates, the changes due to the various war acts, and the existing rates. 

^ In the law of 1918 this became Title VI. The taxes on distilled spirits 
for beverage purposes and for fermented liquor were doubled and a new 
tax was levied on cereal beverages as well as on soft drinks and ice cream 
when sold at retail. The producer's taxes on soft drinks were greatly 
increased! 
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ported or in bond, and of $2.10 if withdrawn for beverage pur- 
poses. As the further production of such spirits was stopped 
by the Food Administration Act of August 10, which prohib- 
ited during the war the use of grain for distillation, the result 
is that all existing stocks are subject to the high tax of $3.20 a 
gallon. The law imposes a further tax of 15 cents a gallon on 
rectified spirits, while the rates on wines and cordials are 
doubled, and on grape brandy, trebled. More moderate taxes 
are imposed on soft drinks and mineral waters as well as on the 
syrups, (extracts and gas used in their manufacture. 

Title I\V dealing with tobacco, imposes an additional tax 
varying per thousand, on cigars from 25 cents to $7 and on cig- 
arettes from 80 cents to $1.20, and fixed on tobacco and snuff 
at 5 cents a pound. In the case of more than 100 pounds of 
tobacco or 1,000 cigars or cigarettes, subject to the old tax but 
removed for sale before the thirty days when the new law goes 
into effect, the additional tax — known as the excess-quantity 
tax — is to be at half rates. A new tax, varying from 3^ cent 
to 2 cents per package or tube, is imposed on cigarette paper. 

Title V,“ “the war tax on facilities furnished by public util- 
ities and insurance,^’ assesses freight rates 3 per cent; express 
1 cent for eac^h 20 cents of charge; passenger fares, 8 per cent; 
Pullman tickets, 10 per cent; pipe-line transmission, 5 per cent; 
telegraph, telephone, and radio messages (of 15 cents or more) 
5 cents; marine, inland, fire and casualty insurance, 1 per cent on 
the premium; and life insurance 8/10 of 1 per cent on the amount 
of the policy. In the case of insurance the tax is to be paid by 
the issuer of the policy, in all other cases it is provided that the 
tax shall be paid by the person paying for the service. 

Title VI,^ the “war excise taxes,^^ charges automobiles, mu- 

^ In the law of 1918 this became Title VII. The taxes on tobacco were 
increased on the average about fifty per cent, with the exception of the 
tax on cigarette paper. 

2 In the law of 1918 the name of this title became a Tax on Transporta- 
tion and other Facilities and on Insurance.’^ The rates on Pullman tickets 
were reduced and on pipe-line transmission increased, to 8%. Telegraph 
and telephone messages were taxed 5 and 10c. according as the cost was 
under or over 50c. Leased wires now also paid 10% of their rental. 

® In the law of 1918 this became Title IX as ^‘Excise Taxes,’’ and in- 
cluded many new taxes. Twenty classes of commodities were now sub- 
jected to a retail tax of 10% on the amount in excess of a certain price, thus 
becoming virtually luxury taxes. The tax on automobiles, musical in- 
struments, jewelry was increased to 5% and on perfumes, cosmetics, 
etc., to 4%, while the tax on moving-picture films was changed to a 5% 
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sical instruments, jewelry, sporting goods and games, chewing 
gum and cameras, 3 per cent; cosmetics, toilet articles and pat- 
ent medicines, 2 per cent; moving-picture films, 3^ to 3^ of 1 
cent per foot; and motorboats and yachts from 50 cents to $2 
per foot. In the case of the last item, the tax is imposed upon the 
user; in all the other cases upon the manufacturer, producer, or 
importer. No change is made in the old excises or “special taxes.” 

Title VII, ^ is the war tax on admissions and dues. On admis- 
sions where the charge is over 5 cents (or in the case of out- 
door parks, 10 cents) the tax is 1 cent for every 10 cents of 
charge. Children under twelve pay only 1 (^ent and the tax is 
remitted in the case of religious, educational, or charitable in- 
stitutions or agricultural fairs not conducted for profit. On 
dues or membership fees over $12 of social, athletic, or sport- 
ing clubs, the tax is 10 per cent. 

Title VIII, ^ “the war stamp taxes,” includes a variety of im- 
posts on bonds, conveyances, entries, proxies, and powers of 
attorney; on the issue and transfer of capital stock; on trans- 
actions on stock and produce exchanges; on promissory notes 
and time drafts; on playing cards, passenger tickets over $10, 
and parcel-post packages. 

Title IX imposes an additional “war estate tax” varying 
from 3^ of 1 to 10 per cent. This resulted in the inheritance 
tax being graduated up to 25 per cent on sums over ten million. 

Finally, title XI ^ adds 1 cent to the rate on postal cards and 
other first-class mail with the exception of drop letters, in 
which no change is made. In the case of second-class mail a 
distinction is introduced between the space devoted to reading 
matter and to advertisements. In the former the existing rate 

rentals tax. Sixteen new classes of commodities were now subject to a 
tax paid by the producer on the basis of the wholesale tax, the rates bein^ 
generally 5% to 10% (with the single exception of 100% on daggers 
and stilettos). The fiscally most important taxes were those on ar- 
ticles of fur and candy. Finally the tax on the use of motorboats and 
yachts was increased to a maximum of $10 and was removed from this 
title to the new Title X mentioned below. 

1 In the law of 1918 this became Title VIII. The only changes were a 
hcalpers’ tax on the increase of price charged, and the taxation of club dues 
in excess of $10, instead of $12. 

* In the law of 1918 this became Title XI, the only change being the 
increase of the tax on playing cards to 8c. a pack. 

* In the law of 1918 this became title IV. The only changes were a 
more regular progression in the lower classes. 

* In the law of 1918 the additional postal charges were dropped. 
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of 1 cent a pound is increased to 134 cents from July 1, 1918, 
and to 134 cents after July 1, 1919. In the case of the latter, 
the rates up to July 1, 1919, vary from 13^2 cents in the first and 
second zones to 3J4 cents in the eighth zone; in the succeeding 
year they are to run from 134 cents respectively; in the 

following year from to 7^ cents, and after July 1, 1921, from 
2 to 10 cents. ^ 

III. The Tax Burden and its Distributio7i 

In considering this code of taxes — for it is nothing less than 
a code— the first questions that present themselves relate to 
the expected ^ield of the system, the relative proportion be- 
tween loans and taxes, and the distribution of the burden. 

According to official estimates the probable yield ^ of the 

^ The act of 1918 contains an additional Title X called Special Taxes 
which changed the special exci.se tax on corj)orations as originally levied in 
1916 to one per mill on capital stock with a deduction of .1.5,000 for domes- 
tic corporations, ddie .sp(‘cial taxes on manufa(‘tiirers of cigars, cigarettes 
and tobacco were greatly increasiKl and tw(‘lve new classes of si)ecial taxes 
were imposed on various kinds of brokers, and of public exhibitions or shows, 
bowling alleys, billiard room.s, shooting galleries and riding acadcmiics, on 
operating automobiles for hire and on breweries, distilleries, and retail and 
wholesale liquor dealers or dealers in malt liquor. The tax on motor 
boats and yachts, now increased to a maximum of .SIO, was removed from 
the old VI (new Title IX) ‘'Excise Taxes to this Title X (special Taxes). 

2 The estimates made by the conference committee are as follows: 


Incomes $851,000,000 

Excess-Profits 1,000,000,000 

Distilled Spirits 140,000,000 

Fermented Liquors 46,000,(X)0 

Wines and Cordials 7,000,000 

Soft Drinks and S 3 Tups 13,(X)0,000 

Tobacco 63,400,000 

Transportation 157,300,000 

Telegraph, Telephone and Radio Me.ssages 7,0CX),000 

Insurance 5,000,000 

Gross Sales 58,650,000 

Admissions and Dues 51,500 000 

Stamps 29,000,000 

Estates 5,000,000 

Virgin Islands Goods 20,000 

First Class Mail 70,000,000 

Second Class Mail 6,000,000 

Total $2,509,870,000 


When the Secretary of the Treasury rendered his annual Report in Dec., 
1917, he increased the estimates of the Excess-Property Tax to $1,226 
millions and of the Estate Tax to 70 millions. 
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additional war revenue for 1918 was expected to be 23^ to 
billions. These figures, however, present no adequate picture 
of the actual tax burden imposed by the war. To do this, it 
would be necessary to add the proceeds of existing taxes, so 
far as they exceed the normal pre-war figures. We have seen 
that the internal revenue receipts for 1917 were over 800 mil- 
lions. It seemed not at all unlikely that the revenue from the 
same soui’ces for 1918 would be around a billion. If to this 
we add approximately the quarter of a billion derived from 
customs, we should have a probalile tax revenue of about 
3^4 billions.^ Deducting the GOO-650 millions which represent 
the average annual yield of the customs and internal revenue 
for the half dozen years before the outbreak of the European 
war, we wshould have as the additional war revenue for 1918 
between 3 and 3J^ billions. 

The next question is whether the war revenue act endeavors 
to rais(‘ too much or too little l)y taxation. We shall not at- 
tempt to dis(!uss here the problem of loans versus taxes or to 
present the economic theory of pubhc credit.- Suffice it to 
say that each method is unsatisfactory when pushed to an 
extreme. The chief disadvantage of loans is that, if they are 
not based on a solid foundation of taxes, they lead to a pro- 
gressive deterioration of public credit and thus in part defeat 
their own objects; while the chief disadvantage of excessive 
taxation is the tendency to disrupt or to repress enterprise to 
such an (extent that the industrial foundations of the war 
itself will be weakened. What has been generally overlooked, 
however, is the slight difference, measured in percent- 
ages, between an undue and a proper utihzation of public 
credit. 

The great conflicts of the nineteenth century have been con- 
ducted almost exclusively on the theory of loans. The figures 
ordinarily found are fallacious because they fail to distinguish 
between total and war expenditures on the one hand and total 
and war taxation on the other. If, as is the only proper method, 
we attempt to ascertain what proportion of strictly war expenses 
are defrayed out of war taxes and what proportion out of war 
loans, we shall find that the r61e played by war taxes is very 
much less than has usually been estimated. In the history of 

^As a mailer of fact the actual revenues for 1918 turned out to be 
$3,672,847,000. For details see Appendix, Table VII., in/ra, p. 714. 

2 Cf. chap, xxiii, iw/ra, pp. 722 et aeq. 
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the Civil War, for instance, it will be seen from the table ^ ap- 
pended that, if we compare total taxes with loans, the proportion 
raised by taxes in the first full year of the war was under 9 per 
cent, and that it rose in the next year to only 12 per cent, and 
in the two succeeding years to only 16 per cent. If, however, 
war taxes are compared with war expenditures, as is proper, 
the showing is far worse. If we estimate the ordinary tax reve- 
nues and expenditures at about fifty millions (in 1860 they were 
each about fifty-three millions) it appears from the table ^ below 
that the proportion of war taxes to war expenditures was, in the 
first full year of the war, only one-fifth of 1 per cent and that 
even in the second year it reached only 8J^ per cent. In other 
words, the first half of the war was conducted almost exclu- 
sively on the loan policy. The disastrous results are only too 
well known. 

If we (iompare the fiscal program of Great Britain in the 
present war with that of the other belligerents, we shall find 
that the difference is much less than is commonly supposed. 
As a matter of fact,^ the war taxes in the first year of the 
war (which represented six months of the fiscal year) amounted 
to a little over 7 per cent of the war expenditures. In the 
second year of the war the proportion rose to over 9 per cent 


^ Taxp:s and Loans in the Civil War (in Millions of Dollars) 
Cusioitis Internal Direct Total tax Loans Total loans Per cent 


1862 

49.1 

revenue 

tax 

1.8 

revenues 

50.9 

529.7 

and taxes 

571.6 

obtained by 
taxes 

8.9 

1863 

69.1 

37.6 

1.5 

108.2 

775.2 

883.4 

12.2 

1864 

102.3 

109.7 

.5 

212.5 

1088.2 

1300.7 

16.3 

1865 

84.9 

209.5 

1.2 

295.6 

1474.5 

1770.1 

16.1 


These figures differ from those of H. C. Adams, Public Debts, p. 132, 
which have been repeated by Bastablc, Public Finance, p. 653, and since 
then by many others. The first three and the fifth columns of the above 
table are taken from the annual reports of the secretary of the treasury; 
the other columns are obtained by simple computation. 


2 Expenditure and Taxes in the Civil War (in Millions op Dollars) 


Total 

expenditures 

1862.. . 477.8 

1863.. . 729.9 

1864.. . 877.4 

1865.. . 1309. 


War Total War Percentage of war taxes 

expenditures taxes taxes to war expenditures 


427.8 50.9 1. .02 

679.9 108.2 58.2 8.5 

827.4 212.5 162.5 19.6 

1259.1 295.6 145.6 11.5 


* Cy. the detailed tables, infra, p. 760. 
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and in the third year to 17}^ per cent. The real contrast with 
the United States during the Civil War resides in the fact that 
Great Britain was, during the first three years of war, just about 
one year ahead of the United States. That one year’s difference, 
however, in the furnishing of an ample tax revenue quite sufficed 
to preserve Great Britain from the results of the American fiscal 
policy. The same is true when in the present war we (compare 
Great Britain with the other belligerents, which, even in the 
case of France and Germany, have done no better than did the 
United States during the first two years of the Civil War. 
The significant fact for our purposes is that in the third year of 
war, after the imposition of heavy tax burdens, Great Britain 
was raising only a little over one-sixth of the war expenditures 
by war taxation, while the other belligerents have been doing 
still less. Although the proportion during the fourth year will 
probably be slightly higher,^ the British government has 
steadfastly refused to make any substantial change in the 
policy which results in securing by far the greater part of war 
expenditures from war loans. 

In the United States, where, at the time of writing, the first 
fiscal war year is only half completed, it is impossible to present 
more than rough calculations. If the Secretary of the Treasury 
should be correct in his estimate that the total expenditures 
will be about nineteen and a half billions,^ the proportion of 
war taxes to war expenditures would be about one-sixth, a 
figure which compares favorably both with Great Britain and 
with our own Civil War experiences. It is, however, ludi- 
crously less than the amount proposed by some of the en- 
thusiasts both in Congress and in the academic world, who 
spoke about raising the entire outlay by taxation. It is also 

^ As a matter of fact, it was 18%. C/. in/ra, p. 750. 

* The exact estimates are nowhere to be found in the annual report of 
the secretary of the treasury for 1917. By combining various figures, how- 
ever, we get the following result: 


Ordinary expenditures (p. 56) 12,316,295,223 

Postal expenditures (p. 73) 333,200,000 

, Loans to Allies (p. 17) 7,000,000,000 


Total expenditures 19,649,495,223 


By the time the year was o^^^er the expenditures turned out to be f)nly 
about fourteen billions, far less than the secretary had estimated. This 
made the actual proportion of war expenditures derived from war taxes 
24.8%. In the following year it was only 18.6%. See the table, fr^ra, p. 767. 
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significant that the secretary of the treasury, who at the outset 
propounded the 50-50 per cent theory — that one-half of the 
war expenditures should be defrayed by war taxes — should 
have arrived in his annual report in December at the unde- 
sirability of levying any more taxes for the present.^ This 
conclusion was evidently forced upon him ])y the financial de- 
pression which supervened in the last quarter of 1917 and 
which was popularly ascribed to the new tax law. As a matter 
of fact, the law was only partly responsible; and in so far as 
there was any responsibility at all, the cause is to be sought, 
as we shall see, in the defects of the law, rather than in the sum 
to be raised. We may conclude, therefore, that the new law 
does not err on the side of excessive taxation. But it is probable 
that about as much is sought to Ix^ raised by taxation as is 
prudent at the time.- Not only the amount, but the relative 
proportion, of taxation is a far heavier one than has ever been 
previously attempted in the first year of war. 

We now (^ome to the question of how this burden is distrib- 
uted. The old-time classification of taxes into direct and in- 
direct not only has lost its former usefulness but is without 
scientific foundation. In former times, w^hen the mass of in- 
direct taxes rested upon the poorer classes, the distinction cor- 
responded roughly to the contrast between wealth and poverty, 
and the abolition of indirect taxes accordingly became a head- 
ing demand of social reformers. In modern times where the 
so-called indirect taxes have largely been removed from the 
necessaries of life, and imposed upon luxuries or articles of 
harmful consumption, the contrast has lost its point. Indirect 
taxes are no longer ne(!cssarily taxes upon the poor. But in 
the second place, the criterion of distinction has been aban- 
doned by modern science. In direct taxes, the taxpayer is 
supposed to be the taxbearer; in indirect taxes, one man pays 
the tax and another is supposed ultimately to bear the burden. 
Even a superficial acquaintance, however, with the newer 
theories of incidence of taxation discloses the fact that many 
so-called direct taxes are shifted and many so-called indirect 

1^‘It is rny earnest conviction that the general economy of the war 
should be permitted to readjust itself to the new revenue laws before 
consideration should be given to the imposition of additional tax bur- 
dens.^' Report^ p. 4. 

2 The new law of 1919 increased the war tax revenue from $3,253 to 
$3,874 millions, in the face of an increase of war expenditures from 13 to 
almost 18 billions. Cf. the table, infra, p, 714. 
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taxes may l)e borne by the person who originally pays the tax. 
Even to relegate the distinction to the mind of the legislator, 
as was suggested by John Stuart Mill, helps little. In the 
present law, for instance, no one knows whether it was the in- 
tention of the legislator that the insurance taxes or the so- 
called excise taxes should be paid by the producer or by the 
consumer. In the automobile tax both views were represented 
in Congress. But even assuming, what is not improbable, that 
most of the excise taxes are intended to rest on the consumer, 
what shall we say of the motorboat tax, which, as the law dis- 
tinctly declares, shall be paid by the user? Is the automobile 
tax, then, indire(^t and the motorboat tax direct? And even if 
we declare all of the excise taxes indirect, most of them are 
imposed on luxuries, and thus fail to disclose the chief charac- 
teristi(i which has hitherto been associated with indirect taxes. 
The distinction, therefore, is both unclear and useless. 

A classification more suited to modern conditions is that into 
taxes on wealth, business, exchange (in the widest sense of the 
term, including transportation and communication of intelli- 
gence and power), and consumption, which last category might 
be subdivided into taxes on luxuries or harmful consumption 
and on ordinary (expenditure. This fourfold classification 
might be further compressed into the distiruetion between taxes 
on wealth and luxury on the one hand and on the mass of con- 
sumption on the other. Business taxes would then be included 
in the first division and taxes on exchange in the second, while 
taxes on expenditure would fall into either the first or the 
second, according to their nature. The advantage of this classi- 
fication is that it is apt to throw light on the problem of chief 
interest to modern democracy — the equitable distribution of 
tax burdens between the rich and the poor. 

How do the various taxes proposed by the new revenue law 
fit into this fourfold classification? Since wealth is to be 
measured in terms of either a fund or a flow, it is obvious that 
in the first class are to be included taxes on property as well as 
on income. The present law imposes, it is true, only an income 
jtax; but it is not at all unlikely that we may again have a tax 
on land or other property. The estate tax would also fall 
within the same group, irrespective of the question whether we 
regard it as a tax on capital or on the income of the recipient. 
In the second category, taxes on business, there ought to be 
included, as we shall see later, not only the excess-profits but 
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the corporate-income tax. In the third group, taxes on ex- 
change, would be comprised the so-called war taxes on facilities 
furnished by public utilities, and the stamp taxes. To the 
first division of the fourth group, taxes on injurious or harmful 
consumption, should be assigned the taxes on beverages, ad- 
missions and dues, leaving for the second subdivision customs 
duties and the insurance tax. This disposes of everything ex- 
cept the so-called excise taxes, which will probably best fit into 
the subdivision of taxes on luxurious consumption. But even 
if they should be classified under business taxes, it would make 
little difference, because in either ease they would fall within 
the first of two main divisions, taxes on wealth and luxury as 
against taxes on general consumption. 

According to this classification, the new taxes on wealth 
amount to about 74 per cent of the whole, the taxes on lux- 
urious or harmful consumption to about 13 per cent, and the 
taxes on exchange and general expenditure to a little less than 
13 per cent.^ This record is almost as good as that of Great 
Britain, where an even larger proportion of the new war taxes 
has been derived from wealth or luxurious or harmful consump- 
tion. It is significant evidence of the progress that has been 
made in the conceptions of fiscal justice as a result of the dem- 
ocratic development of the last generation. The contrast of 
this distribution with that of the Civil War period could not be 
more striking. 

Since, therefore, the overwhelming proportion of the new 
revenue was to come from taxes on income and excess profits. 


1 Distribution of War Taxes (in Millions of Dollars) 
Wealth 

— $1,856, or 73 per cent 

i Harmful Consumption 
= $328.1, or 13 per cent 

Exchange 


Income 

. . . . $851 ] 

Excess Profits. . . 

. . . . 1,000 \ 

Estate 

5 J 

Luxuries ai 

Liquors 

.... $269.4' 

Excises 

. ... 58.7/ 

Transportation. . 

..$157.3 1 

Telegraph, etc. . . 

.... 7. 

Stamp 

. .. 29. 1 

Postage 

. ... 76. J 

Admissions 

. .. $51.1 1 

Insurance 

... 76. / 


= $269. 

Expenditure 
- $56.1 


=$325.1, or 12.6 per cent 
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any adequate interpretation of the law must deal primarily 
with these sources. 


IV. The Income Tax 

The American income tax has gone through a rapid devel- 
opment. Imposed originally as an emergency measure during 
the Civil War, it disappeared in 1872. Re-enacted in 1894, it 
was declared unconstitutional. A prolonged discussion led 
to the adoption of the sixteenth Amendment in 1911 and to 
the passage of the law in 1913.^ As was inevitable in a pioneer 
measure the act was not without defects in both theory and 
administrative provisions. Some of these were considered by a 
committee of the National Tax Association of which the present 
writer was chairman and shortly thereafter not a few of the sug- 
gested amendments were adopted. 

The chief purposes of the Act of September 8, 1916, referred 
to above, was to secure increased revenue. Accordingly, the 
rate of the normal tax was increased to 2 per cent and that of 
the additional tax to a scale of from 1 to 13 per cent. Other 
important changes in the law were as follows: (1) the tax was 
definitely imposed upon non-resident aliens; (2) deductions 
were permitted for taxes levied by foreign countries; (3) al- 
lowan(;e was made for losses actually sustained in transactions 
not connected with one^s regular business, provided they did 
not exceed the profits therefrom; (4) in the case of oil and 
gas wells and mines a reasonable allowance was permitted for 
actual reduction in output or for depletion; (5) partners were 
allowed to deduct a proportionate share of the partnership in- 
come which would be exempted if taxed to individuals; (6) 
provisions was made for the publication of full and adequate 
statistics. Among the minor changes were those requiring all 
individuals to make a return of dividends received, pennitting 
the taxpayer to keep his books according to the method of 
accruals in lieu of that of actual receipts, and allowing the 
commissioner of internal revenue to grant an extension of time 
in making returns. 

^ While the law of 1916 resulted in a revenue of about 360 
millions, the law of 1917 was designed to increase the yield to 
about a billion and a quarter dollars. The chief content of the 

1 For an appreciation of this law by the present writer, see Seliginan, 
The Income TaXj 2d edition, 1914, last chapter. 
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law, therefore, consists in changes of rates. Advantage was also 
taken of the opportunity to make alterations in other provisions. 

The change in rates was of a threefold character: an increase 
of the normal tax, a lowering of the exemption, and a rise in 
the scale of progression. A supplementary normal tax of 2 
per cent was imposed, bringing the total to 4 per cent. The law 
furthermore provides for a reforni that had been widely urged 
by those who considered the exemption of $3,000-4,000 entirely 
too high. Ac(5ordingly, in the case of the supplementary 
normal tax the exemption was reduced to $1,000 for unmarried 
and $2,000 for married persons. The law also provides for an 
additional exemption of $200 for each child under eighteen 
years of age or incapable of self-support because of mental or 
physical defect. 

In order to counterbalance this reduction, wliich will bring 
into the toils of the law millions of new taxpayers, the rates on 
the higher incomes were sharply increased. The original law, it 
will be remembered, had provided for a so-called additional tax 
(popularly called the surtax or, sometimes, the supertax) on all 
incomes over $20,000, ranging from 1 to 8 per cent on the 
highest amounts. The law of 1910, as we have noted, increased 
the graduated scale so as to run from 1 to 13 per cent. The 
law of 1917 reduced to $5,000 the amount at which graduation 
begins and provided an entirely different scale, ranging from 1 
to 50 per cent, for the supplementary additional tax. The 
result is that the maximum rate was now 67 per cent, that is, 2 
per cent old normal tax, 2 per cent supplementary normal tax, 
13 per cent old additional tax and 50 per cent new additional 
tax.^ 

This is the highwater mark thus far reacdied in the history of 
taxation. Never before, in the annals of civilization, has an 
attempt been made to take as much as two-thirds of a man’s 
income by taxation. The nearest approach was during the 
great political struggles in mediaeval Italy, where, as in Florence, 
the income tax once reached a figure of 50 per cent.^ In com- 

1 The 1918 act went still further in making the maximum 77% on por- 
tions of income over a million dollars. This was accomplished by making 
the normal rate 12% (reduced to 6% in the first $4,000 of taxable income) 
and the surtax 65%. For 1919 the normal rates were reduced to 8% and 
4% respectively, making the maximum rate 73%. Cf. the Appendix, 
infray p. 713. 

2 Cf, Seligman, Progressive Taxation in Theory and Practice^ 2d edition, 
1908, p. 22. 
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paring our present income tax with the British, moreover, it is 
to be noted that our rates are much higher on the larger in- 
comes and much vsmaller on the lower and moderate incomes. 
The American scale is an eloquent tesfimony to the fact not only 
that large fortunes are far more numerous here than abroad, 
but also that there is greater appreciation of the democratic 
principles of fiscal justice. For the overwhelming trend of 
modern opinion is clearly in the direction of applying to exces- 
sive fortunes the principle of faculty or alfility to pay. It still 
remains to be seen, however, whether the new law, with its ex- 
ceedingly high rates, will turn out to be as workable adminis- 
tratively and as productive fiscally as a somewhat lower scale 
would have bcHi'n,^ 

The second change in the law is the virtual abandonment of 
the stoppage-at-source method of (collection. It will be remem- 
bered that the two leading types of income tax that had devel- 
oped during the last generation were the so-called lump-sum 
method of Prussia and the schccdule method of Great Britain. 
The Prussian system, which rested finally upon accurate official 
assessment, depended for its success upon an incorruptible civil 
service and the fear instillcHl into the average taxpayer of mak- 
ing false returns. Great Britain had long since abandoned the 
scheme and had substituted the plan of imposing the responsi- 
bility of the tax upon the person who paid the income rather 
than upon thcc recipient. As between the unch(ccked lump-sum 
and the stoppage-at-source method it is clear that under 
American conditions the latter was preferable. At the close, 
however, of the discussion in 1913, an alternative plan was sug- 
gested, to which the present writer gave the name of informa- 
tion-at-source, designed to achieve the substantial purposes of 
the collection-at-source method without its discomforts and 
complications. This alteration, which almost succeeded in 
1913, and again in 1916, and which was warmly espoused by 
the income-tax committee of the National Tax Association, 
has now been finally adopted in essence. The law made the 
tax collectible from the recipient of the income, but imposed 
upon the payers of income the obligation to give full informa- 
tion of the amount and conditions of pa 5 anent. Information 
is required from corporations as to dividend payments; from 

1 This doubt has been confirmed in the great falling off of the revenues 
in the upper schedules in 1919 and 1920, and the nation-wide movement 
for a reduction of the excessive surtaxes. 
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brokers as to details of transactions; and, in general, from all 
persons making payment to any other person of any “fixed or 
determinable gains, profits and income over $800/^ Only two 
exceptions peraiitted. Withholding at the source is retained 
for the original normal tax in the case of income accruing to 
non-resident aliens and of interest on tax-free bonds. The 
latter exception was inserted as a concession to bondholders 
who, relying upon the promise of the corporations to assume 
the tax, had paid so much more for the bonds. It is to be re- 
gretted, however, that the law fails to include the provision, 
found in the British statute, which prohibits for the future the 
inclusion of such tax-free covenants in corporate bonds. 

The substitution of information-at-source marks an ad- 
vance in the law, although it still remains to be seen whether 
the new system will prove more effective or less cumbrous than 
the old. In any event, however, the chief objection to the 
uncontrolled lump-sum method, employed in our earlier in- 
come-tax laws, has been removed. 

On the fundamental question of what constitutes income the 
new law does not take any fresh stand. This still remains a 
difficulty which, however, not only is shared by many other in- 
come-tax laws but is traceable to an inadequate analysis. The 
distinction bet wen capital and income has received far less 
scientific attention than it deserves. It may be said that there 
are at least three different conceptions of income found in eco- 
nomic literature: the one emphasizes the idea of regularity or 
recurrence; the second accentuates the idea of product or 
return from an enduring source; the third, or net-profit theory, 
lays stress on the surplus of what comes in over what goes out. 
It is impossible here to discuss the widely divergent practical 
consequences of these theories. It may be said, however, that 
until economists have decided which of the three is correct, the 
interpretation of the law is bound to create endless trouble. 
Some of the chief difficulties of the interpretation are still 
associated with the question of stock dividends and depreciation 
in the market value of securities.^ 

^ For a subsequent discussion of the concept of income see an article by the 
present writer on “Are Stock Dividends Income '' in The American Economic 
Review y vol. ix. (1919) pp. 517-536; the article by R. M. Haig in The Federal 
Income Tax. Columbia University Lectures^ 1921, pp. 1-18; and F. R. 
Fairchild, “Federal Taxation of Income and Profits*^ in Taxes and Pro- 
ceedings of the 33d Annual Meeting of the American 6th Economic Associa- 
tion in Atlantic Cityy 1920^ 1921, pp. 149 et seq. 
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An important change in the deductions permitted in the com- 
putation of taxable income is found in the treatment accorded 
to gifts for religious, charitable, scientific or educational pur- 
poses. When the bill was in committee, fear was expressed lest 
the high rates should check the flow of philanthropic gifts. In 
order partly at least to obviate a consequence which would be 
deplorable in a country where charity is overwhelmingly of a 
private character, it is provided that all such gifts may be de- 
ducted, provided they do not exceed fifteen per cent of the 
taxable income. This interesting departure is in line with the 
American policy of tax exemption for educational and philan- 
thropic institutions. It is to be regretted, however, that in the 
estate tax a similar provision has been omitted.^ 

Two other important changes were made in the list of de- 
ductions. In the original act a deduction was permitted for 
interest on debts. It was pointed out during the discussion 
that, inasmuch as the first issue of Liberty Bonds was tax 
exempt, it would be profitable for individuals to finance their 
bond purchases by borrowing, for they would save the tax not 
only on the bond interest received but on the loan interest paid. 
It was to obviate this invitation to inflation and fiscal injustice 
that the law excepted from the permissible deduction interest 
on debt incurred for the purchase of tax-free government bonds. 

The other point has reference to the deduction for taxes. 
It is plain that if all taxes continue to be deducted, the payment 
of a large income tax in any one year will operate as a substan- 
tial and progressive reduction of the tax in following years. It 
is therefore provided that the permission to deduct taxes shall 
not apply to income and excess-profits taxes. In any one year, 
however, the net income may be credited with the excess-profits 
tax assessed in the same year. 

Finally, the exemption heretofore accorded to the interest 
on government bonds is limited to the particular exemptions 
allowed in the acts authorizing the bond issues. The new four 
per cent bonds carry with them, as is well known, an exemption 
from the normal income tax only. 

* Up to this point we have discussed the individual income tax. 
The law, however, provides, as before, also for a corporate in- 
come tax. In addition to the existing normal tax of two per 
cent, a supplementary tax of four per cent is imposed upon the 
income of every corporation, joint stock company or association, 

^ This oversight was corrected in the act of 1918. 
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or insurance company, but not including partnerships. The 
result is that corporations will hereafter pay a tax of six per 
cent on their income.^ In computing the tax, however, all 
dividends received by one corporation from another taxable 
corporation are deductible — an important com^ession to holding 
companies but a concession limited to the supplementary tax.“ 
The limitations on the deduction for interest and taxes referred 
to above in the case of individuals are applicable also to cor- 
porations, as is the provision permitting the c*rediting to income 
of the excess-profits tax levied in the same year. 

C^orporations, however, are su])ject to a further tax of ten per 
cent on the amount of profits remaining undistributed six 
months after the end of the year. Income actually invested in 
business or in federal bonds is exempted from this additional 
tax; but if it ti'anspires that i)rofits retained for employment in 
the business are not so employcMl or are not reasonably required 
therein, they shall be subject to a tax of fifteen per cent. It may 
be conjectured that these provisions, if enforced, will lead to 
a speedy distribution of all corporate profits that should prop- 
erly go to the stockholders, and perhaps of some that ought 
properly to be reinvested in the business.'^ 

Finally, attention may be called to a provision permitting 
the payment of the income tax, both corporate and individual, in 
instalments of twenty-five per cent at intervals of one, two and 
four months after the close of the taxable year, the final instal- 
ment to be payable by June 15, as before. 

In any fair estimate of the present law five defects may be 
noted, some of them survivals, some of them additions. 

The first weakness is the failure to introduce differentiation 
between earned and unearnd income. An attempt was made 
to persuade (Congress to adopt this distinction, which, as is well 
known, was initiated in Great Britain almost a decade ago. The 
reason advanced for the refusal — the fear of further complicat- 
ing the tax — is far from convincing. Simplicity gained at the 
expense of equity is not to be admired. The situation is in 
fact aggravated by the extension of the excess-profits tax to 
professional incomes, as a result of which, earned incomes, in- 

1 The law of 1918 increased the rate of the corporation tax to 12% for 
1918, and 10% thereafter. An initial exemption of $2,000 was allowed. 

2 The law of 1918 abolished this limitation, as well as that on the amount 
of deductible interest. 

® The undistributed property tax was dropped in the law of 1918. 
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stead of being taxed less, will actually be taxed more than 
unearned incomes. This is of course a travesty of justice. 

The second defect is that returns, instead of being demanded 
from every one, are required only from the non-exempt classes, 
that is, from those whose income exceeds $1,000-2,000 or $3,000- 
4000 respectively.^ This, coupled with the failure to compel 
a return of income from government tax-free bonds, will 
prevent the collection of valuable information as to the total 
social income and its distribution. A return, iiududing the 
entire income, should be required, as is almost uniformly the 
case elsewhere, from every citizen. 

Third, the provision as to the calculation of losses and gains 
is still inequitable. On any one of the three different theories 
of income referred to above, our present pract i(*(i of counting cer- 
tain gains as income and of refusing to allow for corresponding 
losses is not only indefensible, butsure to create gross inequalities. 

In the fourth place, the tn^atinent accorded to dividcaids is 
highly questionable. Dividends must, indeed, be reported by 
individuals and, although not subject to the ordinary normal 
tax, are liable to both the supplementary normal tax and the 
additional taxes. A new s(H;tion, however, provides that divi- 
dends are taxable at. the rates prescribed for the years in which 
the corporate profits are accumulat(Hl. This is unjust because 
the dividends ought to be considered incomes when received, 
irrespective of when the profits were earned. If the war should 
last several years and be attended by an increase of war taxes, 
it is likely that many wealthy stockholders will escape by the 
fact of the corporate profits having been originally earned in 
the period before the high taxes were imposed. Moreover, the 
law will probably be so complicated as not to be easy of en- 
forcement. For the rate of the tax will depend upon the 
amount of total income in any one year and the identical 
amount of dividend may form an entirely different proportion 
of that income from year to year. It will be increasingly diffi- 
cult, therefore, to administer the provision. In the meantime, 
great confusion will ensue.^ 

'The number of returns filed in 1918 was 4,425,114 as compared with 
78,000 in 1917. Cf. Statistics of Income Compiled from the Returns of 1918. 
1021, p. 5. 

2 This defect was partly removed by the law of 1918 which permits the 
deduction of all losses whether incurred in trade or otherwise. 

*The law of 1918 made dividends taxable at the rate in force in the 
year when declared. 
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The final defect is that no machinery has yet been devised 
to check the returns from individuals engaged in business or 
occupations. In the case of large corporations and partner- 
ships, as well as individual incomes from securities, the system 
of information-at-source, together with the observance of 
modern accounting rules, will in all probability ensure fair 
accuracy in the returns. But where neither of these safeguards 
is applicable, a large loophole is left open. Where the rates 
of taxation are as high as at present, the dangers of evasion 
are multiplied; and evasion means not only loss of revenue, 
but inequality. Much has been done elsewhere to institute 
checks designed to diminish this danger. While some of the 
statements ^ advanced in and out of Congress as to the wide- 
spread evasions in the present law are clearly exaggerated, there 
is still room for decided improvement in administration. 

V. The Excess-Profits Tax 

Although the income tax, both old and new, is designed to 
provide about the same revenue as the excess-profits tax ^ the 
latter is the novel part of the law. What is its significance? 

The first point to be emphasized is that it is a business tax. 
The criteria that may be employed in classifying tax(is are 
manifold. For the purpose, however, of explaining this new 
impost it will suffice to observe that taxes on wealth are sus- 
ceptible of a threefold division. The tax may be on either 
property or income; on either individuals or corporations; on 
either persons or things. It is this last distinction which is of 
consequence here — the distinction which the lawyers make be- 
tween taxes in personam and in rem. Among the “ things 
on which taxes may be imposed are land, capital and business. 
The excess-profits tax is one on the business, irrespective of 
the person who conducts it. It is like the real-estate tax in 
New York, assessed on the land, without regard to the owner. 
The objection, therefore, is not valid that because the tax is 
imposed on profits, it constitutes double taxation, in superim- 

^ C/. The United States Income Tax Steal? The Facts and the Proofs abovl 
iS20fl00fl00 taken Anmuilly by the Rich from the U, S. Treasury. By 
Basil M. Manley. 

* Income tax 1,201 millions; excess profits tax 1,226 millions. See Re- 
port of the Secretary of Treasury for 1917 ^ p. 71. 

As a matter of fact the income tax yielded 1,094 and the excess-profits 
tax 1,844 millions in 1917. 
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posing one income tax upon another. This is the same confu- 
sion of thought which has led some writers to object to the 
inclusion of a corporate-income tax in a law which endeavors 
to reach the entire income of the individual. The corporate- 
inciome tax, like^the excess-profits tax, is a tax on the business, 
not a tax on the individual; a tax on a thing, not on a person. 

In the second place, the excess-profits tax is not a war- 
profits tax, if by this term we mean a tax imposed upon the 
additional profits resulting from the war. This constitutes its 
chief difference from the war-profits taxes levied elsewhere. 

The almost simultaneous institution of the war-profits taxes 
abroad is easy of comprehension. Never before in the history 
of the world have such gigantic sums been expended by bel- 
ligerents or have such colossal gains been made by private 
individuals in belligerent and neutral countries alike. It was a 
natural feeling that no private enterprise should be permitted 
to make inordinate gains out of the misery of humanity, and 
that the community is entitled to a great part of the profits for 
which no individual enterprise is really responsible. The con- 
seciiience was that the government ev^erywhere put in a claim to 
a larg(^ share of these profits due to the war. The proportion 
has risen in some countries to eighty or ninety per cent, and the 
war profits have in general been defined as the excess of profits 
during the war over those during a pre-war period. 

The reason which induced Congress to modify this principle 
was that not a few of our largest business enterprises had been 
making immense profits in the pre-war period, and that, inas- 
much as the profits, both past and present, were scarcely being 
touched by the corporate-income tax, these enterprises would 
virtually be exempt, while their more unfortunate competitors, 
who had done relatively poorly during the pre-war period, 
would now be heavily burdened. The decision was therefore 
reached to levy the tax not on war profits as such, but on ex- 
cess profits in general. Although the tax is called the ^‘war 
excess profits tax,” the term really means the tax on excess 
profits levied during the war, just as the terms ‘‘war excise 
^axes” or “war income tax” mean the respective taxes levied 
during the war. 

The significant fact, however, is that nothing is said about 
the limitation of the tax to the period of the war. In the 
war-profits taxes abroad the taxes cease automatically with the 
end of the war, for where there is no war there can be no war 
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profits. It is entirely possible, however, for our tax to continue 
after the war, just as it is possible that fiscal exigencies may 
compel the continuance, in whole or in part, of our war income 
tax or of our war excises. It will be seen, therefore, that we 
have here, ready to hand, a potential source of the future 
income which will be so sorely needed hereafter, and for which 
European statesmen and publicists have been dimly groping. 

It has been thought by some that the principle is something 
new in taxation. Professor T. S. Adams, for instance, empha- 
sizes the fact ^ that it is a reversion to the benefit theory of taxa- 
tion and is to be considered as an extension of the special- 
assessment doctrine. 

Both of these statements, however, involve a partial miscon- 
ception. The essence of a special assessment consists of a 
measurable benefit accruing to an individual as a member of a 
definite area, from a particular service rendered, and calling 
for an outlay, b}^ the government. In a tax there is never 
such a particular service nor a separately measurable })enefit. 
The criterion is not benefit but faculty or ability to pay. The 
confusion arises from the failure to observe, as was pointed out 
many years ago,^ that ability connotes not only the old-time 
consumption or sacrifice element but also the production or 
privilege element. A business tax is none the less based upon 
ability to pay because the predominant criterion may consist in 
the profits derived in part from the privik^ges due to the general 
economic or legal environment. The excess-profits tax is a tax 
in which, as in many others, the ability of the taxpayer is meas- 
ured, in part at least, by the privileges enjoyed. It is not to be 
confounded with a special assessment. There is no special 
measurable benefit conferred by a particular service rendered, 
and involving an outlay, by the government.^ 

^ “Principles of Excess-Profits Taxation,” in the Annals of the American 
Academy of Political and Social Science y volume Ixxv., p. 154; and more 
fully in “Federal ']''axe8 upon Income and Excess Profits,” in the American 
Economic Review, vol. viii., no. 1, supplement, March, 1918, Papers and 
Proceedings of the 30th Annual Meeting of the American Economic As- 
sociation, In a later paper “Should the Excess-Profits Tax be repealed ” 
in The Quaritrly Journal of Economics, xxxv. (1921), p. 363, Professor 
Adams modifies his conception. 

^Seligman, Progressive Taxation in Theory and Practice, 1894, p. 191; 
c/. 2d edition, 1918, pp. 291-292. Cf. the various passages in the present 
volume, pp. 340, 418, 438-444. 

® For a fuller statement of this point cf. the American Economic Review, 
vol. viii., no. 1, supplement, where Professor Adams ^ paper is considered. 
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When, however, we come to consider the precise way in 
which this new business tax has been worked out, we find that 
it is open to serious criticism. In the ICuropean laws the taxes 
are not on war excess profits but on excess war profits, that 
is, on the excess of war profits over peace profits.^ Since, 
however, our plan is to tax excessive profits in general rather 
than the excess over a pre-war standard, the criterion had to be 
lodged elsewhere than in pre-war profits. This criterion of 
noimal profits is declared to be a certain percentage of the 
capital employed, the pre-war period being utilized only in- 
cidentally in ascertaining this normal percentage. That is to 
say, in computing excess profits, the law takes the excess over 
a so-called deduction or nonnal amount, consisting of a fixed 
sum ($3,000 for domestic corporations, or $6,000 for partner- 
ships, citizens or residents), together with an amount (‘qual to 
the percentage of the invested capital represemted by the average 
annual income during the pre-war period, provided that this 
percentage shall in no case be less than 7 nor more than 9 per 
cent of the capital. The pre-war period is h(dd to be the pe- 
riod from 1911 to 1914. In case the business was not in ex- 
istence in those yea)’8, the dedu(*tion is fixed at 8 per cent 
instead of the 7-9 per cent. And in case there was no income 
or a very low im^omc during the pre-war period, the criterion 
is the percentage of capital earned by a similar or representa- 
tive business. 

From this base line of nonnal profits are computed the ex- 
cess profits, the tax rising progressively with the excess, being 
fixed at 20 per cent on the excess profits up to 15 per cent; 35 
per cent on the excess from 15 to 20 per cent; 35 per cent 
on the excess from 20 to 25 per cent; 45 per cent on the ex- 
cess from 25 to 33 per cent; and 60 per cent on the excess 
profits over 33 per cent.^ 

^ The British War-Profits Duty permitted as an alternative, when 
more favorable to the taxpayer, the so-called “percentage standard^' 
based on invested capital. Even though far more successfully adminis- 
tered than the American tax, it was abolished in 1921 as soon as possible 
•after the war. For a thorough study of its working cf. R. M. Haig, 
The Taxation of Excess Profits in Great Britain, Atnerican Economic Review, 
vol. X., Supplement, Dec., 1920. The rates were as follows: 1915, 50%; 
1916, 60%; 1917, 80% 1919, 40%; 1920, 60%. 

2 The law of 1918 changed the name to the War-Profits and Excess- 
Profits Tax because it now also granted a “war-profits credit” consisting 
of $3,000 and an amount equal to the average net income for the pre-war 
period (1911-1913) plus or minus 10% of the difference between the invested 
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It is obvious that the important point here lies in the compu- 
tation of capital, for with one exception ^ income is defined 
precisely alike in the excess-profits and the income-tax laws. 
The greater the amount of the “invested capital’^ as compared 
with a given income, the smaller will be the percentage and 
the tax. What constitutes invested capital, however, is so 
elusive as to be virtually impossible of precise computation. 
Not only will there be gross inequality between businesses which 
enjoy the same income but which are variously capitalized, 
thus putting extra taxation on small and conservatively capital- 
ized concerns; but all manner of opportunity will be afforded 
for evasion of the law. The effort made to define capital in 
the law is unavailing. Invested capital is defined as actual cash 
paid in, the actual cash value of tangible property, and the 
paid-in or earned surplus employed in the business. Patents 
and copyrights are included up to the par value of the stock 
paid therefor and the same rule is declared applicable to the 
goodwill, trade-marks, and franchises or other intangible prop- 
erty, provided that if purchased before 1917 the amount is 
limited to 20 per cent of the capital. The inadequacy of these 
provisions is manifest. 

It has been contended, in defense of the law, that it is on 
the whole immaterial whether the criterion be sought in income 
or in capital; for capital, we arc told, is nothing but capitalized 
income.^ In reality, however, capital is not capitalized income; 

capital for the pre-war period and for the taxable year. The “excess 
profits credit” wjis fixed at $3,000 plus 8% of the invested capital. The 
rate^ were (1) 3% on the excess of the net income over the excess-profits 
credit to 20% of the capital, (2) 05% on the income over 20% of the cap- 
ital; and (3) the sum, if any, by which 30% of the income in excess of the 
war-profits credit excecxled the taxes in (1) and (2). For 1919 and there- 
after the rates in (1) and (2) were reduced to 20% and 40% respectively 
and the third bracket was dropped. 

^ The deductions allowed from corj:)orate gross income in the excess- 
profits tax followed the corporation excise tax law of 1909 and not the 
income-tax law. The difference, it will be remembered, is that in the 
former law deduction is permitted on bonded indebtedness to an amount 
not exceeding the capital; whereas in the latter, the deduction was until 
1918 limited to one-half the sum of the bonds and stock. 

* This point is made by Professor Adams in the address cited swpra, 
p. 702, “Federal Taxes upon Income and Excess Profits.” This marks a 
decided change of mind from his earlier statement in Financial Mobiliza- 
tion for WaVy Papers published by the Western Economic Society and the 
City Club of ChicagOy 1917, p. 117: “To that question in this country filled 
with corporations whose capital accounts mean nothing, there is only one 
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capital is the capitalization not only of present income but of 
anticipated future income, which is a very different thing. If, 
as frequently happens, the anticipated future income does not 
materialize, there is a vital difference between a tax on capital 
and a tax on income. The objection to the law still remains, 
as before, that the choice of capital not only constitutes a 
clumsy attempt to reach taxable ability, but introduces a gross 
inequality in r)rinciple and a deplorable uncertainty in admin- 
istration. While something may no doubt be done to clear up 
the ambiguities and to remove some crass inequities, enough 
will remain to deprive the measure of a claim to scientific or 
practical validity. 

The most serious objection to the law, however, has yet to 
be mentioned. Even assuming that the above difficulties were 
removed, that the capital could be accurately estimated, and 
that it varied in amount proportionally with the income — even 
on these unlikely assumptions, the tax would still be defective. 

This is due to the criterion chosen for the basis of the grad- 
uated scale. Something can be said for a graduated tax on 
income; something can even be said for a graduated tax on 
capital; but it is difficult to say anything in defense of a tax 
which is graduated on the varying percentage which income 
bears to capital. To penalize enterprise and ingenuity in a 
way that is not accomplished by a tax on either capital or in- 
come — this is the unique distinction of the law. For, in the 
first place, while it is true that excess profits are sometimes the 
result, in part at least, of the social environment, they are not 
infrequently to be ascribed to individual ability and inventive- 
ness. While it is entirely proper that a share of the profits 
should go to the community, it is not at all clear that the tax 
should be graduated according to the degree of inventiveness 
displayed. But there is a still more important consideration. 
Almost all large businesses have grown from humble begin- 

answer — avoid the capital basis, whenever by human ingenuity it is 
possible to do so/’ Official experience had convinced him that the excess 
profits or capital basis was about as good as the war-profits basis, and he 
now secured the adoption of the dual or alternative method for the year 
1918. Later he concluded that neither method was sufficiently accurate 
to serve as the basis of a permanent excess-profits tax, and he now stated 
that “the fundamental error is the attempt to perpetuate original invest- 
ment or cost value. The essential point is that the original invested capital 
is a fictitious and unreal concept.” Quarterly Journal of Economica, xxxv 
(1921), pp. 378, 379. 
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nings, and it is precisely in these huml)le beginnings that the 
percentage of the profits to the capital invested is apt to be the 
greatest. The criterion selected, therefore, is the one best cal- 
culated to repress industry, to check enterprise in its very in- 
ception, and to confer artificial advantages on large and well- 
established concerns. Nothing could be devised which would 
more effectively run counter to the long-established policy of 
the American government toward the maintenance of competi- 
tion.^ 


VI. Conclusion 

In summing up the above discussion we see that the new law 
is to be credited with three noteworthy achievements. In the 
first place, it will yield the most colossal revenue that has ever 
been attempted by a single enactment. To add, at one stroke, 
over two and one-half billions to the public; income is an un- 
precedented accomplishment. It is true that war taxation 
covers only a small part- of the war expenditure; but it must 
not be forgotten that this is far more than has been done 
by any of the belligerents except Great Britain and that it is 
considerably more than even Great I^ritain attempted during the 
early years of war. It is entirely prol)able, as it is highly de- 
sirable, that increased taxation should be imposed during the 
successive years of the war. A good beginning, however, has 
been made and it is fortunate that our legislators did not at 
this time succumb to the specious arguments of those who urged 

^ Almost two years after the above passage was published the defects 
of the tax were summed up by Secretary Glass in his Finance Report for 
1919, p. 23, as follows: “It encourages wasteful expenditure, puts a 
premium on over-capitalization and a penalty on brains, energy and enter- 
prise, discourages new ventures and confirms old ventures in their monop- 
olies. In many instances it acts as a consumption tax, is added to the cost of 
production upon which profits are figured in determining prices, and has 
been, and will, so long as it is maintained upon the statute books, continue 
to be, a material factor in the increased cost of living.” The validity of the 
last sentence may be questioned, for taxes on net profits of competitive in- 
dustries can normally not be shifted. The only exception is that in a 
state of rapidly rising prices there may for a time be no marginal or no- 
profits producer, so that a tax on profits may not be entirely a tax on sur- 
plus and thus non-shiftable. But whether even this condition prevailed 
throughout the war is open to doubt. Cf. David Friday, Profits^ Wages 
and Prices^ 1920, ch. xii.; R, M. Haig, The Taxation of Excess Profits in 
Great Britain^ 1920, p. 155; and for the general theory, Seligman, The 
Shifting and Incidence of Taxation^ 4th ed., 1921, p. 362. 
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that sustantially all, or even half, of the huge war expenditures 
should be defrayed out of taxes during the first year of 
war. 

Second, the law is noteworthy for an adoption of democratic 
principles hitherto unrealized in fiscal history. To impose the 
great burden of taxation on wealth and luxurious consumption 
rather than on the expenditure of the mass of the people is to 
take an appreciable forward step in the direction of realizing 
the principle of aliility to pay. The consequence of this stride 
in advance will doubtless be a lasting one, and we may well look 
forward to a perpetuation of the same principle after the war. 

In the third pla(.*e, the law is to be credited with the adoption 
of an ingenious expedient in the shapes of the excess-profits tax. 
This, as wo have pointed out, is not an excess war-profits tax, 
but a war excess-profits tax. That is, although imposed as a 
result of the war, it is a business tax on high profits in general. 
This constitutes at once its distinction from the superficially 
similar taxes abroad and its claim to recognition as a possibly 
permanent feature of our tax system. It is susceptible of vast 
increase during the war and in a modified form of a continued 
applicability after the war. It is not at all impossible that it 
may some day develop into a permanently important constitu- 
ent of our revenue system. 

As against these undoubted accomplishments are to be set 
three weaknesses. The first is the failure adequately to utilize 
other fiscal possibilities such as larger and additional stamp taxes 
notably on checks and small receipts, as well as taxes on quasi- 
luxuries. For the latter would at the same time serve to pro- 
mote the desirable policy of restoring the favorable balance be- 
tween social production and social consumption, so sorely needed 
in the war. 

The second weakness is the failure to introduce the long 
awaited reforms in the administrative provisions of the income 
tax. Not a little, it is true, has been accomplished; but the 
enormous scale on which the tax is now levied accentuates the 
defects of those still existing omissions and commissions which 
•were relatively innocuous under the preceding lower scale. 

The third and most important drawback is the unfortunate 
principle adopted in the elaboration of the excess-profits tax. 
It is a principle which will return to plague the inventors. 
The law will in all probability be found to be almost unwork- 
able, and even if this should not be the case, its technical 
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success will be purchased at the cost of gross inequality and of 
unfavorable effects on the true elements of economic prosperity. 

Balancing the strong against the weak points of the law we 
may conclude that while the former represent lasting advantages 
the latter are susceptible of amelioration by comparatively 
simple changes. Taking it all in all, therefore, the war revenue 
act is to be welcomed as a notable achievement which will 
long be remembered in the annals of democratic progress. 

TABLE I 

TAXES ON SPIRITS. HBVERAOES AND TOBACCO 


Distilled spirits 

For beverages per gal, ) 

For non-beverages per gal. J 

Imitation sparkling wine. . , .per pint 
Rectified (auppleuientury ). . , .per gal. 

Grape brandy per gal. 

Still wines 

14 per cent or less alcohol. . . . per gal. 

14-21 per cent alcohol per gal. 

21-24 per cent alcohol per gal. 

Ovtir 24 per cimt alcohol per gal. 

Sparkling wines per ^2 pint 

Artificially carbonated waters., .per pint 

IJquora, cordials etc per hjj pint 

Simps and extracts 

Soft drinks and mineral waters. .pi!r gal. 
Cereal beverages, less than on produe- 

K% alcohol er’s price 

Grape juice, ginger ale, car- on produc- 

bonated waters, etc. er’s price 

Natural mineral waters, etc. . . .per gal. 

Soft drinks, ice cream, etc for each lOc 

retail price 

Carbonic acid gas per pound 

Fermented liquors per barrel 

Tobacco and snuff per pound 

Cigars 

Weighing more than 3 pounds 

per 1000 per 1000 

To retail for loss than 4 cents 

each per 1000 

To retail for not more than 

5 cents per 1000 

To retail for 4-7 cents per 1000 

To retail for 6-8 cents per 1000 

To retail for 8-1.5 cents. . . .per 1000 
To retail for 15-20 cents. . .per 1000 
To retail for over 20 cents. . per 1000 
Weighing not more than 3 

pounds per 1000 per 1000 

Cigarettes 

Weighing more than 3 pounds 

per thousand per 1000 

Weighing not more than 3 

pounds per 1000 per 1000 

Cigarette paper per 100 

Cigarette tu^s per 100 


Old 

Act of 

Act of 

Act of 

Act oj 

rate 


1914 

1910 

1917 

1918 

SI . 10 

$ 1.10 

$ 1.10 

($ 3.20 

1 2.20 

$ 6.40 

2.20 

.10 


.10 


' ! ir> 

' .’.'io 

' ‘.03 


‘ .55 

’ .10 

. 20-30 

.60 




.04 

.08 

.16 



.08 

.10 

.20 

.40 

*. • • 


.25 

. 50 

1.00 




1.10 

3.20 

0.40 



.03 

03 

.06 

.12 



.015 

. 1)15 

.03 

.06 



.015 

.015 

.03 

.06 





. 05-. 20 






.01 

15 % 






10 % 






.02 






.01 





.05 


i.oo 


i .’rio 

i ’50 

3.00 

( i.'oo 

.08 


.08 

.08 

.13 

.18 

3.00 

3.00 

3.00 







3.00 

4.00 





4.00 

(i 00 





(LOO 

9.00 





8.00 

12.00 





10.00 

15.00 

.75 


.75 

.75 

1.00 

1.50 

1.25 


1.15 

1.25 

2.05 

3.00 

3.60 

3.60 

3.60 

4.80 

7.20 





.01 






.02 

!62 
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TABLE II 

EXCISES AND MISCELLANEOUS TAXES 1 


Old rate 

Colored oleomargarine per pound 10 cents 
Non-colored oleomar- 
garine per pound 1 /4 cent 

Adulterated butter. . . .per pound 10 cents 

Process butter per i)ound l/4 cent 

Filled cheese per pound i cent 

Mixed flour per narrel 4 cents 

Opium per pound $300 

Phosphorus matches. . .per 100 2 cents 

Bank circulation per month l/2 of 1 % 

8tat.e bank notes ... 10 % 

Automobile trucks 

Automobiles and motor- 

cycle.s ... ... 

Tires, parts, acc<^8sories, 
etc . . 

Musical instruments. . . ... ... 

Moving picture films. . .per foot 

.Icwelry ... ... 

Sporting goods and 

games 

Patent medicines 

Perfumes, etc 

Chewing gum ... .... 

Cameras 

Photographic supplies. . ... 

Candy 

Firearms, etc 

Hunting knives, etc. ... 

Daggers, etc 

Electric fans 

Thermo.s bottles, etc. . . 

Cigar holders, etc 

Slot machiruis 

Weighing machines. .. . 

Idveries, etc 

Hunting and riding gar- 
ments 

Articles of fur 

Pleasure boats ... ... 

Toilet soap ... ... 

Sculptures, paintings, 
etc 

Carpets, picture in excess of ... 

frames, trunks, um- prices enumer- 
brellas, fan.«i, wearing ated in the law 
apparel, etc. 

Boats and yachts per foot 

Admissions, general. . . .per 10 cents 
Admissions to cabarets. per 10 cents 

Scalper’s tickets on advance 

of Drice 

Dues over $12 

Munitions manufactur- 
ers on net proSts 12 per cent ’ 



50c.-$2 

1 cent 1 cent 1 cent 
1 cent 11/2 cents 11/2 cents 


10 % 10 % « 10 % > 
10 % 5 % 


' For other taxes now called excises or taxes on facilities, sec Table IV, 

S^AMP Taxes. 

2 Act of 1916. 

* Over $10. 
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TABLE IV 

STAMP TAXES 

Old Act of 
rate 1914 

Act of 
1917 

Act of 
1918 

Bond and stock issues 

per SlOO 

5c. 

5c. 

5o. 

Sales of stock 

per $1(X) 

2c. 

2c. 

2c. 

Sales on produce exchanges 

per $100 

Ic. 

2c. 

2c. 

Prornissorv notes 

2c. 

2c. 

2c. 

Bills of lading 


Ic. 



Bonds (except legal) 


50c. 



Indemnity and surety bonds 



50c. 

60c. 

Certificates of profit 

per $100 

2c. 



Certificates of damage 

2.5c. 



Other certificates 


10c. 



Brokers’ notes 


10c. 



Conveyances 

per $500 

50c. 

SOc. 

50c, 

Custom-house entries 

25c.-$l 25c.-$l 25c.-$l 

Withdrawal from bonded warehouse. 




50c. 

Powers of attorney 


. . . 10(5.-25c. 

25c. 

25c. 

Protests 


25c. 



Cotton futures 

per pound 

2c. » 

2c. 6 

2c. 

Proxies 


10c. 

10c. 

Passage tickets 


$1-5 

$1-5 

$1-5 

Playing cards 

per pack 

2c. 

7c. 2 

8c. 

Parcels-post packages 

IK?r 25c. 


Ic. 

Ic. 

Freight 


3% * 

3% 7 

Express packages 

per 20c, 


Ic. 2 

Ic. 7 

Passenger fares 



8% 2 

8%’ 

Pullman tickets 


ic. 

10% 

8%’ 

Pipe-line transportation ... 

Telegraph and telephone (over 15 


5% 2 

8%’ 

cents) 

Insurance 


Ic. 

5c. » 


Fire, marine and casualty 

per $1 of premium 

l/2c. 

Ic. « 

Ic. « 

Life 

Property insurance issued by certain 

pt!r $100 of policy 

8c. » 

8c. • 

foreign corporations 

Perfumery and cosmetics 

per $1 of premium 

... 1/8 -5/8 c. 


3c. 

Price 5-25 cents 

per package 

' 2% * 

4% 

Over 25 cents 

per package 

. . . 5/8c. per 25c. 

Chewing gum 

per $1.00 

4c. 

' 2% 

3% 


1 Imposed by the Cotton Futures Act of Aug. 18, 1914. 

2 Not called stamp taxes, but taxes on facilities, etc. 

* No longer called stamp taxes, but taxes on facilities, etc. 

* No longer called stamp taxes, but excise taxes. 

® No change. 

« No longer called stamp taxes, but taxes on insurance. 

^ Called tax on transportation and other facilities. 
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TABLE V 

INCOME TAX ON INDIVIDUAUS IN % 


In 

force 

Act of Act of Act of 1917 Act of 1919- 

1916 19W 1918 1 1921 

Addi- 

IncremerUn of Total Total tional Total Total Total Total 

taxable iiicome Surtax rate Surtax rate surtax surtax rale Surtax rate rate 

55.000 - $0,000 1 .. 2 1 1 5 1 13 9 

0,000-7,500 1 .. 2 1 1 5 2 14 10 

7,500-8,000 1 .. 2 2 2 0 2 14 10 

8,000-10,000 1 .. 2 2 2 0 3 15 11 

10.000- 12,000 1 .. 2 3 3 7 4 10 12 

12,(X)0-12,500 1 .. 2 3 3 7 5 17 13 

12,500-14,0(X) 1 .. 2 4 4 8 5 17 13 

14,0(K)-15,000 1 .. 2 4 4 8 0 18 14 

15.000- 10,000 1 .. 2 5 5 9 7 19 15 

10.000- 18,000 1 .. 2 5 5 9 7 19 15 

18,(KXJ-20,000 1 .. 2 5 5 9 8 20 10 

20.000- 22,000 1 2 1 3 7 8 12 9 21 17 

22.000- 24,000 1 2 1 3 7 8 12 10 22 18 

24.000- 20,000 1 2 1 3 7 8 12 11 . 23 19 

20,(X)0-28,000 1 2 1 3 7 8 12 12 24 20 

28.000- 30,000 1 2 1 3 7 8 12 13 25 21 

30,(XX)-32,0(X) 1. 2 1 3 7 8 12 14 20 22 

32.000- 34.000 1 2 1 3 7 8 12 15 27 23 

34.000- 30.(MX) 1 2 1 3 7 8 12 10 28 24 

30. 000- 38, (X)0 1 2 1 3 7 8 12 17 29 25 

38,CXX)-40.000 1 2 1 3 7 8 12 18 30 20 

40,0(MJ 42,(XX) 1 2 2 4 10 12 10 19 31 27 

42.000- 44,0(X} 1 2 2 4 10 12 10 20 32 28 

44,0(X>-40.0(K) 1 2 2 4 10 12 10 21 33 29 

40.000- 48,000 1 2 2 4 10 12 16 22 34 30 

48,(XX)-50.(XX) 1 2 2 4 10 12 10 23 35 31 

50,lX)0-52,000 2 3 2 4 10 12 10 24 30 32 

52.000- r>4,000 2 3 2 4 10 12 16 25 37 33 

54,0(X)-50.0(X) 2 3 2 4 10 12 16 26 38 34 

50.(X)0-58,000 2 3 2 4 10 12 16 27 39 35 

58.000 - 00,(XX) 2 3 2 4 10 12 16 28 40 30 

00.0{X>-f)2,000 2 3 3 5 14 17 21 29 41 37 

62.000- 04,000 2 3 3 5 14 17 21 30 42 38 

64.0(X)-60.000 2 3 3 5 14 17 21 31 43 39 

66,00a-08.000 2 3 3 5 14 17 21 32 44 40 

68.000- 70,000 2 3 3 5 14 17 21 33 45 41 

70.000- 72,000 2 3 3 5 14 17 21 34 46 42 

72.000- 74.000 2 3 3 5 14 17 21 35 47 32 

74.000- 75,000 2 3 3 5 14 17 21 30 48 44 

75.000- 76,000 3 4 3 5 14 17 21 36 48 44 

76.000- 78,000 3 4 3 5 14 17 21 37 49 45 

78.000- 80.000 3 4 3 5 14 17 21 38 50 46 

80.000- 82,000 3 4 4 6 18 22 20 39 51 47 

82.000- 84,000 3 4 4 6 18 22 26 40 52 48 

84.000- 80,000 3 4 4 6 18 22 26 41 53 49 

86.000- 88,000 3 4 4 6 18 22 26 42 54 50 

88.000- 90,000 3 4 4 6 18 22 26 43 55 51 

90.000- 92,000 3 4 4 6 18 22 26 44 50 52 

92.000- 94,000 3 4 4 6 18 22 26 45 57 53 

94.000- 96,000 3 4 4 6 18 22 26 46 58 54 

96.000- 98.000 3 4 4 6 18 22 26 47 59 55 

98.000- 100,000 3 4 4 6 18 22 26 48 60 56 

lOO.OOa-150,000 4 5 5 7 22 27 31 52 64 60 

150.000- 200,000 4 5 6 8 25 31 35 56 68 64 

200.000- 250,000 4 5 7 9 30 37 41 60 72 68 

^250,000-300,000 5 6 8 10 34 42 46 60 72 68 

300.000- 500.000 5 6 9 11 37 46 50 63 75 71 

500.000- 750,000 6 7 10 12 40 50 54 64 76 72 

750.000- 1,000,000 6 7 10 12 45 55 .59 64 76 72 

1,000,000-1,500,000 6 7 11 13 50 61 65 65 77 73 

1,500,000-2,000.000 6 7 12 14 50 62 66 65 77 73 

Over 2,000,000 6 7 13 15 50 63 67 65 77 73 


1 The Act of 1918 fixes the normal rate at 12%, except on the first $4,000, 
when it is 6%. For 1919 and thereafter the rates are 8% and 4% re- 
spectively. 
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TABLE VI — E8TATB 

TAX 




Act of 

Act of 

Act of Oct. S, 

1917 

Act of 

Net estate 

1916 

Mar. S, 

1917 

Addi- 

tional 

Total 

rate 

1918 

Below $60,000 

1 

1>4 


2 

1 

50.000-150,000 

2 

3 

1 

4 

2 

150,000-250,000 

3 

4H 

13 ^ 

6 

3 

260.000-450,000 

4 

6 

2 

8 

4 

460.000-1,000,000 

5 



10 


450,000-750,000 





6 

750,000-1,000,000 





8 

1-1 millions 





10 

lj^-2 millions 





12 

1-2 millions 

6 

9 ’ * 

*3 ‘ 

12 


2-3 “ 

7 

103 ^ 

3H 

14 

14 

3-4 “ 

8 

12 

4 

16 

16 

4-5 “ 

9 

133^ 

4H 

18 

18 

Over 5 “ 

10 

15 




6-8 “ 

10 

15 

h ‘ 

26 

26 

8-10 “ 

10 

15 

7 

22 

22 

Over 10 “ 

10 

15 

10 

25 

25 


TABLE VII — INTERNAL. REVENUE RpjCEiPTs (000 Omitted) 


19IS 1910 1917 1918 1919 1920 1921 

Total $413,522 512,723 809,394 3,098,956 3,850,150 5,407,580 4,595,007 

Income and profits tax 2,839,028 2,4^00,763^ 3,956.936 3,225,791 

Excess profits 37 l,638,747i 1,320,0002 2.500,000* 1,250,000* 

Income tax 79,250 124.938 359,048 1. 195, lOO^ 1,231,000* 2,000,000* 1,975,000* 

Corporations 38.320 50,994 179,573 503,0981 653,700* 

Individuals 40,936 67.944 173,387 091.492‘ 1,127,720* 

Munition mfrs 27,603 13,797 

Miscellaneous 859,928 1,249,387 1,450.044 1,369,210 

Distilled spirits. . . .144,020 158.682 470,119 443,840 483,051 (57,271 78,471 

Fermented liquors . 79,329 88,771 91,897 125,728 117,504 41,744 17 

Nonalcoholic bev- 
erages 7,172 57,461 .58,673 

Tobacco 79.704 88,004 103,202 156,189 206,003 294,777 253,990 

Stamps 20,494 38,110 8,254 17,538 33,552 84,348 72,408 

Sales by r.M 24,4.38 20,881 

Bonds, conveyances, 

etc 12,949 18,747 35,277 32,671 

Capital stock trans- 
fers 2,236 7,541 13,372 8,791 

Produce exchanges 2,354 7,264 8,172 7,522 

Playing cards 1,2763 2,092» 3,088 2,604 

Special taxes 4.967 6,908 15,709 66,304 89,183 10.5,480 92,446 

Capital stock 10,471 24,990 28,776 93,020 81,514 

Admissions & Dues 28,610 54,851 81,929 95,883 

Estates 6,076 47,412 82.029 103,036 164,040 

Public utilities 70,737 237,840 289.348 301,512 

Freight 30,002 116,.345 130,785 140,019 

Express 0.451 14,301 17,597 17,094 

Passenger 24,306 77,791 98,786 97,482 

I\illman 2,236 

Oil by pipe 1,433 5,602 8,426 8,485 

Telegraph & Tele 6,299 17,879 26,631 27,360 

Insurance 6,492 14,509 18,422 18,992 

Excises. Mfrs 39,069 82,425 267,883< 229,322< 

Autos 23,981 48,834 143,923 115,546 

Pianos 2.422 4,773 13,624 11,568 

Candy 23,142 20,437 

Articles of fur 15,311 9,081 

Movies 4,833 4,381 6,008 

Firearms 4,645 3,702 

Excisea-Dealers 993 6,147 51,738* » 

Jewelry 1,794 25,864 24,304 

Carpets, apparel, 

etc 395 17,903 20,375 

Perfumes, etc 1,500 6,427 6,801 


* For the calendar year. 

* Estimates, as the details of the income and profits tax are not known until the statist 
tics for the calendar year are published, generally two or three years later. 

* Included under the excise taxes, manufacturers. 

* Includes all excises. 

* Included in excises, manufacturers. 



CHAPTER XXIII 


LOANS VERSUS TAXES IN WAR FINANCE ^ 

The fiscal problems of the war may be divided into those of a 
general and of a specific character. War expenditures can be 

^ This chapter is reprinted with a few changes from the paper published 
in the volume entitle<l “Financing the War/^ Annals of the American 
Academy of Political and Social Scienccy volume Ixxv., January, 1918, pp. 
52-82. In the same volume will be found two articles which take a differ- 
ent view:0. M. W. Sprague, “Relationship between Loans and Taxes in 
War Finance,” pp. 83-89, and R. G. Blakey, “Shifting the War Burden 
upon the Future,” pp. 90-104. The fundamental ideas of the present 
writer will also be found in “How to Finance the War,” Columbia War 
PaperSy no. 7, 1917, and in “Our Fiscal Policy,” in Financial Mobilization 
for Wary Papers presented at a Joint Conference of the Western Economic 
Society and the City Club of ChicayOy June 21st and 22dy 1917. In the same 
volume will be found the paper by E. Dana Durand, “Taxation vs. Bond 
Issues for Financing the War,” which takes the opposite standpoint. The 
discussion was continued by F. F. Anderson, in “Fundamental Factors of 
War Finance,” Journal of Political Economy y vol. xxv. (1917), p. 857; H. J. 
Davenport, “The War Tax Paradox” in American Economic Review y 
vol. ix. (1919), p. 34; and Jacob Viner, “Who Paid for the War” in Journal 
of Political Economy, vol. xxviii. (1920), p. 46. Cf. E. L. Bogart, War Costs 
and Their Financing, New York, 1921, esp. ch. x. 

In Great Britain we may refer to F. Y. Edgeworth, Currency and Fi- 
nance in Time of War, Oxford, 1917; W. R. Scott, The Adjustment of War 
Expenditure between Taxes and Loans, Glasgow, 1917; the chapte^r entitled 
“The Financial Burdens of To-day and of To-morrow” in Economic 
Problems of Peace after War, Second Series, Cambridge, 1918; and “Some 
Aspects of the Proposed Capital Levy” in the Economic Journal, vol. 
xxviii. (1918), esp. pp. 250-258. Both of these writers agree with the 
view presented in the text. Professor Pigou is responsible for “The 
Economics of the War D^an,” in the Economic Journal, vol. xxvii. (1917), 
p. 16, and for several chapters on the subject in his Economics of Welfare, 
1920, pp. 643-664. His views are discusvsed infra, p. 730. 

The Italians have devoted considerable attention to the subject. Cf. 
A* de Viti de Marco, Contributo alia teoria del prcstito pubblico in Saggi di 
economia e finanza, Rome, 1889; M. Pantaleoni; “ Imposta e debito in ri- 
guardo alia loro pressione ” in Giomale degli Economisti, July, 1891, and re- 
produced in Scritti vari di Economia, vol. iii., Roma, 1910; M. Marsilj- 
Libelli, Pressione comparata del prestito pubblico e delV imposts sulle economic 
private in Atti dei Georgofilil, Florence, 1910; and Benvenuto Griziotti, La 
dwersa pressione irtbuiaria del prestito e deWimposta, in Giornale degli 
Economisti, May, 1917, and separately, Rome, 1917. 

715 



716 


ESSAYS IN TAXATION 


met in three ways: by taxes, by loans, or by paper money. 
The specific problems have to deal with the nature and the de- 
tails of each of these expedients; the general problem is concerned 
with the principles that underlie the preference among the 
respective methods. Inasmuch as paper money is by common 
consent to be regarded as the last resort, the general problem 
at issue here pertains to the choice between loans and taxes and 
the relative proportions in which each is to be employed. 

If we look at the facts, we observe a marked change in modem 
warfare. In foraier times, whether in classic antiquity or in 
the Middle Ages, the expenses of war were defrayed in large 
measure out of accumulated funds or treasures reenforced by 
taxes, and were reimbursed to the victor by the booty of war 
and the indemnities imposed upon the vanquished. Since the 
development of public credit, especially since the middle of the 
eighteenth century, loans have taken the place of the accumu- 
lated treasure and taxes have been utilized chiefly for the purpose 
of raising the interest on the war loans and of furnishing in addi- 
tion a more or less considerable amortization quota. 

The facts of the present war are no different. During the 
early years of the war Great Britain raised by taxation slightly 
over seventeen per cent of her war expenses; Italy, although also 
levying heavy taxes, raised a still larger proportion than Eng- 
land by loans; in Germany only an insignificant fraction of the 
war expenses was met by taxes; in France, as a result partly of 
the occupation of its territory by the enemy, the taxes levied 
during the war did not suffice even to pay the ordinary peace 
expenses; while Russia was in a still worse position. Although 
there is indeed a notable difference between the zero of France 
and the seventeen per cent of Great Britain, the fact remains 
that in all the countries, without exception, the overwhelming 
proportion of war expenditures was met through loans. The 
same is true of the United States.^ 

Early in the war, however, an American economist ^ made 
the following statement: ^^I am strongly of the opinion that a 
great modern war, enormously costly as it is, can and should 
be mainly, if not entirely, financed from the proceeds of taxes 
collected during its progress.'' Similar opinions were voiced 
by others and found expression in Congressional speeches, and 

^ See the facts in/ra, PP- 772 et seq, 

*0. M. W. Sprague, **The Conscription of Income,^^ in the Economic 
Journal^ March, 1917, p. 2. 
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a more or less faint echo of that pronouncement was even 
audible in certain statements emanating from the executive 
branch of our government. 

Why have the actual methods diverged so greatly from these 
suggestions? How does it happen that the statesmen and the 
legislators in every belligerent country, including our own, 
have done the opposite? Shall we convict the European and 
American statesmen of folly and fiscal madness? Or is it per- 
haps true that the suggestions, so unavailingly made to the 
contrary, have been based upon an inadequate analysis? 

This is the problem to which we shall now address ourselves. 

I. What are War Costs? 

The first point in our analysis is to ascertain what is meant by 
the costs of war. It is obvious that a distinction must be made 
between the money costs and the real costs of a war. The 
money costs of a war are the actual outlays of the government 
for war purposes, that is, the surplus above the general ex- 
penditures in lime of peace, making due allowance for changes 
in the purchasing power of money. The real costs of a war, on 
the other hand, are to be calculated very differently. When 
the ordinary man speaks of wealth he thinks of accumulated 
capital. The more sagacious thinker, however, is aware that 
the real wealth of a community consists in larger part of the 
results of current production. Accumulated capital is of im- 
portance chiefly as an aid to current production. It has been 
calculated that the world is always within a year and a half of 
starvation. If current production were suddenly to cease, 
the world’s stores of food and other products would barely 
suffice for eighteen months. A wealthy coimtrj^ is one where the 
consumption of the people is great and variegated and where 
the current production is so large that there will still be a sub- 
stantial surplus susceptible of being converted into capital 
for future production and into an environment which will spell 
ipereasing welfare and civilization. A great war interferes 
rudely with the results both of past accumulation and of 
current production. The real costs of a war are to be measured 
by the diminution of the social patrimony and by the diversion 
of current social output from productive to unproductive 
channels, i. 6., by changes both in the fund of accumulated 
wealth and in the flow of social income. 
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In drawing up the balance sheet we should have to put on the 
one side the diminution of the fund of wealth as represented by 
(a) the destruction of private property, (b) the loss of govern- 
ment accumulations, (c) the impairment of natural resources 
and (d) the decrease in the social output due to the reduction 
of the labor force by military service and the fortunes of war. 
On the other side of the ledger, indeed, we should have to put 
such capital items as (a) indemnities or booty, and (b) the 
acquisition of new territory; and on the income side, the results 
of (c) speeding up of production, (d) the more favorable 
economic situation attained by the political results of the war, 
and (e) changes in the methods of industry and the relation 
of capital and labor which may conduce to greater efficiency 
and increased output. 

Although not all of these items are susceptible of being put in 
terms of dollai’s and cents, the real costs of a war may be charac- 
terized as t he balance of the debit side over the credit side in the 
above account. 

While this contrast Ijetween the money cost and the real 
cost of the war is important, it does not yet go to the root of the 
matter. In order to grasp what is meant by the real costs of a 
war, we must revert to the distinction familiar to the student, 
but so often neglected in popular discussion, between objective 
and subjective costs. 

By objective costs are meant the costs incorporated in the 
goo(ts, commodities and seivices that are used for the war, 
that is, the mone}^ value of all materials consumed and all 
services furnished for war purposes. These costs have grown 
immensely in recent times: not only are the munitions of war 
infinitely more costly than in former times, but also less durable. 
The bigger the gun, the shorter is its life; the more elaborate 
the aeroplane, the greater the chance of its destruction; the 
better the sanitary methods, the moi’e frequent is the casting 
aside of unifonns; the more complete the application of science, 
the more rapid are the ravages of war by both land and sea. 
Not only are initial expense's immensely greater, but the sheer 
waste by destruction grows with eveiy forward step in efficiency. 
The objective costs of war are so prodigious that they are 
obvious to all. 

In contradistinction to the objective costs, however, are the 
subjective costs. The essential idea here is that of sacrifice. 
The production of everything costs some sacrifice and all 
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sacrifice involves pain, either the pain of doing something dis- 
tasteful or of refraining from doing something pleasurable. 
Sacrifice in other words is involved both in labor and in ab- 
stinence. The surplus of results over subjective costs con- 
stitutes the welfare or the real we^alth, both material and im- 
material, of society. In a community based upon slavery or 
where the laborers, with an abject standard of life, are com- 
pelled to work sixteen hours a day, then^ may ho a great surplus 
of production and in that sense great wealth. If, however, 
slavery is abolished or the laborers acquire a shorter working 
day and a higher standard of life, not only may there be the 
same output of material things as before, but there will be a 
greater surplus over subjective costs, and, as a consequence, 
an increased (communal welfare and a higher stage of civilization. 

As a result of the machinery of our social order subjective 
costs are commonly translated into o]:)joctive and money costs. 
If a machine is invented which cuts in half the period needed 
for the production of a particular conunodity, we speak of 
halving its (‘ost. Instearl of two men being required to accom- 
plish the resvdt, only one man is now needed. So far as the 
community is concerned, the subjective cost or sacrifice is re- 
duced; and under a state of competition, this decrease in sub- 
jective costs will reflect itself in smaller o])jective costs and 
lower prices. So, in the same way, just as the greater efficiency 
of the laborer will result in a larger output of material com- 
modities, the greater abstinence involved in the ordinary 
economy practiced by the members of a community wiU be 
followed l)y an inci'eased accumulation of productive capital. 
The subjective costs involved in economy are undoubted, but 
the additional results which ensue from the practice of economy 
are so much greater that there remains a su])stantial surplus. 
In other words, net sacrifice or burden is diminished. 

The real wealth of a community depends upon net sacrifices or 
subjective costs. Where the same output is attended with less 
sacrifices we have prosperity. Where increased sacrifices result 
^n still greater output we again have the prosperity that goes 
with lessened net subjective costs. When, however, economy 
changes into privation, the increased material results may be 
too dearly purchased: although there may be more material 
wealth for the present, there is less real wealth or welfare be- 
cause there is more net sacrifice. So, in the same way, when in- 
crease of production is attended with the sapping of the vitality 
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of the labor force, the nominal efficiency really becomes in- 
efficiency and the greater material wealth of the present signifies 
less real wealth or welfare. The total net burdens upon the 
community are greater. 

The important criterion in the economic welfare of a com- 
munity is therefore the subjective cost or sacrifice. This is as 
true in war as in time of peace. Just as the subjective cost of an 
individual consists of the effort involved in labor and the absti- 
nence involved in the foregoing of enjoyments, so the sub- 
jective costs of a community due to a war consist of the 
burdens of additional labor which it must expend and the di- 
minished consumption of goods and services which it must 
forego. The objective costs of a war are material commodities 
and services; the subjective costs of a war constitute the real 
burdens resting on the community. The true costs of a war 
are the net sacrifices or subjective burdens which result from 
the transition from a peace economy to a war economy, and 
which are connected with the fundamental processes of pro- 
duction and consumption. They consist, on the one hand, of all 
the efforts involved in the transfer of enterprise and invest- 
ments from the ordinary channels of production to the new fields 
of primary importance in the war. They consist, on the other 
hand, of all those efforts involved in the reduction and the 
change of consumption which will serve to counterbalance, in 
part at least, the inevitable reduction of social output. The 
net result measured in terms of aggregate sacrifice or subjective 
cost constitutes the real burden of a war. The problem that 
confronts us is to analyze the results of various fiscal expedients 
upon these changes in production and consumption from the 
point of view of the subjective costs or the real burdens resting 
on society. 

II. Can War Costs he Diminished in the Present or he Shared 
with the Future? 

After this preliminary explanation we may proceed to con- 
sider how the costs of a war can be diminished in the present 
and in what way, if any, they can be shared with the future. 

So far as objective costs are concerned, it is manifest that 
they belong, for the most part, to the present. The services 
must be performed by men now living and the commodities 
consumed in the war must be produced before they are con- 
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sumed. In several respects, however, the present may benefit 
at the expense of the future, even so far as objective costs are 
concerned. These considerations deal respectively with capital 
and with labor. 

In the cost of production we ordinarily include sums set aside 
for depreciation of plant. It is possible, however, that the 
exigencies of the war situation may require such an immediate 
inia’ease of output as to divert to current production the funds 
which would otherwise be devoted to the maintenance of plant. 
The result is that the future will possess a less effective plant 
than would otherwise be the case. Or, in the second place, 
the capital diverted to purposes of war production may become 
useless after the return of peace. Thousands of munition 
plants, for instance, may have been constructed solely for war 
purposes with machinery that it would be difficult or even 
hopeless to convert to other purposes. The capital which would 
otherwise be available at the conclusion of the war for peace 
production will to this extent have been lost. The production 
in the future will be less than would otherwise have been the 
case. 

What is true, however, of capital, is equally true of labor. 
It is possible that the speedino; up of production involves such a 
strain on the laborers, resulting from long hours, night work 
and unremitling toil, as to impair their health and transmit 
to the future a body of workmen less efficient than they would 
otherwise have been. It may take some time, either by the 
more careful handling of the then existing workmen, or by the 
immigration of men of a higher standard and stronger physique, 
before the balance is restored. And, on the other hand, while 
a diminished consumption is assuredly desirable during a war, 
the enforced decrease of consumption which may result from 
the fortunes of war may bring about such privation in the 
mass of the community as to sap their energies and reduce their 
future efficiency. 

In all of these ways, the burden of the present may be light- 
ened at the expense of the future. There is more production, 
{hat is, more commodities and services now; but there will be 
relatively less in the future. Even in the case of objective costs 
the present may benefit at the expense of the future. 

Subject to these limitations and exceptions, however, it 
may be said that the objective costs of a war are, in the main, 
borne by the present. This is true irrespective of whether the 
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expenditures designed to furnish these commodities and services 
are met by loans or by taxes. 

When we deal with subjective costs, however, the situation 
is very different. Subjective costs may be reduced without any 
of the burden being shifted to the future; or they may be dimin- 
ished while a part of the burden is borne by the future. It is 
obvious that neither of these results can be obtained by the 
process of taxation. The tax imposed upon the present gen- 
eration may indeed have some repercussion upon the future. 
If an excessive tax is imposed upon cai:)ital, it may so reduce 
existing resources as to make futun^ production smaller. Even 
if the tax is not excessive, the taxpa3"er, instead of decreasing 
consumption or pa^dng the tax out of current income, may 
draw on the funds which he would otherwise have devoted to 
productive purposes. Or, fina!l\", if an excessive tax is imposed 
upon incomes or profits, it may so diminish the tendency to 
enterprise that the baneful consequences will endure. In all 
these cases, however, although the future undoubtedly suffers, 
there is no diminution in the burdens that rest upon the present. 
The present taxpayers bear the burden, even though the future 
taxpayers also bear a burden. 

Is the same true in the case of loans? Can the burden upon 
the present be lightened b}^ the issue of government loans? 
Are the subjective costs or sacrifices of the community in any 
way lessened by government borrowing? This brings up for 
consideration the theory of public credit. 

The theory of credit, as it has been worked out by economists, 
is in reality simple. Credit is a phenomenon or transaction in 
which a part takes plac;e in the present and a part in the future. 
If I lend a man money, I turn over to him now a certain sum 
and he turns over to me in the future the equivalent of that 
sum. When the sum has been paid, the transaction is complete. 
If we deal with public, instead of with private, credit, the situa- 
tion is identical. The funds are turned over now by certain 
classes in the community who loan the money to the govern- 
ment and the transaction is concluded in the future, when the 
taxpayers furnish the money to return it to the bondholders. 

How does it happen then that the utilization of credit dimin- 
ishes the burden upon the present? How can the subjective 
costs of the war be lessened for the community? 

In the case of private credit the subjective sacrifice of the 
individual is clearly diminished, This is obviously true of 
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productive credit, for otherwise credit would not have become 
so vital a fact in our modern industrial life. The reason why 
the business man borrows to-day is chiefly because he thinks 
that with the borrowed funds he can secure such a return as 
to insure an enhanc.cd profit even after paying all interest as 
well as repaying the capital borrowed. The credit, therefore, 
in so far as it enables him to purchase more goods with the 
same outlay, or — what is the same thing — the same amount of 
goods with a smaller outlay, kjssens his subjective cost. More- 
over, not only is his subjective cost or sacrifice less, but his 
objective cost or outlay as compared with the return, is also 
smaller. 

Even, however, if we deal only with consumption credit, 
that is, with money borrowed for mere purposes of consumption, 
the borrower may enjoy a gain. Although he is thoroughly 
aware of the fact that he will have to repay in the future, with 
interest in the meantime, the precise sum that he now borrows, 
he is nevertheless anxious to borrow. This is due to two facts: 
an underestimate of the future, and the possibility of repay- 
ment in instalments. 

His sense of immediate need is much si ronger than his recogni- 
tion of the sacrifice that he will have to make in the future in 
order to repay the loan. It is the same feeling that overcomes 
us when we compare the foregoing of a good dinner to-night 
with the foregoing of a good dinner a year hence. Our present 
sense of sacrifice, that is, our real subjective cost, is smaller in 
the one case than in the other. This is true even though we 
may, at the end of the year, regret our action. In ordinary 
cases, however, the action will not be regretted but will be 
repeated another year. 

But, secondly, and more important, private credit diminishes 
subjective costs not only by the mere process of deferring pay- 
ment but by making possible repaymcuit in instalments. The 
essence of the situation is found here in the gradualness of the 
repayment. The aggregate burden of gradual repayment is 
less than the sacrifice involved in providing for the whole of the 
Original amount outright at once. The individual who borrows 
may incur a gain despite the obligation ultimately to return 
the same aggregate amount in the future. If he did not incur 
this gain, he would not continue to borrow. 

We are now in a position to grasp the social importance of 
credit. Credit increases prosperity. If used for productive pur- 
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poses, credit, while indeed not capital, works like capital and 
constitutes an aid to production. It rendcirs possible the same 
amount of output with a smaller cost or sacrifice. It accom- 
plishes this by taking the funds out of the hands of those to 
w’hom it is worth relatively little and putting it into the hands 
of those to whom it is worth more because they make it yield 
more. The man who lends money at six per cent does so pre- 
sumably because he has a surplus capital from which he is con- 
tent to receive six per cent interest. But the man who bor- 
rows the fund expects to make more than six per cent interest 
and to retain the surplus in the shape of profit. C^ould the 
lender utilize the fund profitably in his own business he would 
not lend the fund. Rut even where credit is utilized for purely 
consumption purposes, it is equally advantageous, because by 
deferring payment and by rendering possible repayment in 
instalments rather than in a lump sum, it lessens subjective 
costs or sacrifices. The social utility of crtxlit is therefore quite 
clear. It increases the wealth of the community by lessening 
the subjective .sacrifices of certain individuals and putting 
at the disposal of the community funds where they will be 
utilized to the greatest advantage, thus decreasing costs and 
increasing output. Society as a whole is thoi-eby enabled to 
employ those services wdth which it can more easily dispense. 

The truth of tliis assertion is not invalidated by the fact that 
credit may be abused. If the man who borrows at six per cent 
puts the monc}’^ into a business which does not earn six per cent, 
the community, as well as himself, suffers for his mistake. 
So, in the same way, if an improvident individual borrows for 
consumption purpo.ses and finds that he becomes more and 
more hopelessly entangled with the passage of time, he may 
find it impossible to meet the debt, even in instalments, and his 
easy-going reliance upon the future may cause his ruin as well 
as loss to the lender. The fact, however, that an essentially 
sound institution may be abused is no argument against its 
essential soundness. Credit, like speculation, would not have 
become the outstanding feature of our present economic organi- 
zation if it did not fulfill a socially useful function. The modem 
economy is essentially a credit economy. 

Public credit shares this character. The chief difference be- 
tween public and private credit is in the relation of consumption 
credit to production credit. While the government, like the 
individual, often borrows for productive purposes, as for a 
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government railway or a municipal subway, most existing 
national loans are the result of consumption credit, utilized 
to pay the expenses of war or to cover current deficits. It is 
fairly well agreed that just as a prudent individual ought not to 
borrow for purposes of ordinary consumption, so the govern- 
ment ought not to borrow to meet its current expenditures. 
The real differences arise when we consider extraordinary ex- 
penditures. 

There are three points in which public credit differs from 
private credit. In the first place, extraordinary expenditures 
for unusual consumption are not so apt, to occur in the case of 
the individual as in the case of the government. Most in- 
dividuals are able to provide a reserve fund against a rainy 
day. Government revenue, however, ought properly never to 
exceed (jurrent expenditures. As a consequence, when an 
extraordinary emergency arises, as a war, the utilization of 
consumption credit })ecomes legitimate. In the second place, 
the individual lives only his own life; if he borrows largely for 
consumption purposes he will not always find it easy to repay 
the debt. The state, on the contrary, is eternal. The govern- 
ment, accordingly, has a much longer time in which to pay off a 
debt. If, for any reason, it becomes desirable to postpone the 
payment of the debt to the distant future, the justifiability 
may l)e stronger in the case of the government than in the case 
of the individual. 

In the third place, what seems to be consumption credit may, 
in the case of the government, partake of the characteristics of 
production credit. A legitimate war is either for defensive 
purposes, that is, to maintain the existence of the state, or for 
offensive purposes, in order to procure for the state certain 
territories or rights to which it thinks itself entitled. Since in 
both of these cases a foundation is laid for continued or even 
greater prosperity, the expenditures may in a sense be called 
productive in their nature. Whether a particular war is actually 
of that character may be a question; but surely no nation will 
enipr upon a great war unless it is deemed legitimate. And if 
the general sentiment of the nation justifies the war, if the ends 
to be achieved transcend the sacrifices that are incurred, the 
war expenditures may be considered in the broader sense of the 
term productive. 

For these three reasons, therefore, public credit may be con- 
sidered even more important than private credit. Just as 
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private credit is socially useful or productive of wealth and 
welfare, so public credit may be at least equall^^ beneficial. Its 
utility consists in the fa(‘t that, through borrowing from those 
in possession of the capital rather than taxing all the members 
of the community, whether or not they have the (capital, it 
lessens subjective costs or sacrifices and puts at the disposal of 
the goveruiiierit those services in the community with which it 
can most ('asily dispense. In the case of private credit, the 
benefit accrues to the borrowers ; in the case of public credit, 
the benefit accrues to the non-subscribers to the loan, who would 
otherwise be taxed. Since there are always some non-si'ib- 
scribers to a loan and since t he subscribers suffer no burden, there 
remains a net benefit which accrues to the community, repre- 
sented in this case by the government as borrower. Credit, 
both private and public, is productive l)ecause it normally 
benefits the borrower and does not injure the lender. 

It might be claimed that the advantages of private credit do 
not attach to puldic credit because in the one case we are dealing 
with different classes in the community and, in the other, with 
the community as a whole. Why would not the same ad- 
vantages be secured, it might b(‘ said, by taking from the pos- 
sible lenders the same amount in the shape of taxes? This 
argument, however, is really illicit. For the situation con- 
templated is not only most unlikely but virtually impossible. 
Under every system of taxation wdiic'h has hitherto existed — in 
democraci('s as elsew^here — we find some taxes at least levied 
on business, on consumption, on exchange and on other sources 
than wealth. Even, however, if the tax system were to be so 
changed as to consist exclusively of taxes on accumulated 
wealth and income, it by no means follows that the funds would 
be forthcoming from the individual taxpayers in precisely the 
same proportions that they would have been supplied by the 
individual bondholders. For some recipients of large incomes, 
at least, would surely give up a greater sura as an investment 
bearing interest, than they would hand over as a forced con- 
tribution representing a dead loss. The psychology of the 
situation consists in the difference of the reaction to a vol- 
untary, as contrasted with a compulsory, act. Even if only a few 
individuals contributed, it would still remain true that the 
utilization of public credit would in this way put at the disposal 
of the government the services in the community most easily 
dispensed with. In order to invalidate this statement it would 
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be necessary for the government to take by taxation from 
each individual absolutely everything above the necessary 
means of subsistence. Only then would this particular argu- 
ment as to the advantage of loans over taxes lose its force. 

Loans thus lesscui subjective costs because the funds are worth 
more to the noii-lcnders than to the lenders. This is true de- 
spite the fact that the loans must ev(‘ntually be rei)aid out of 
taxes, which, as we have seen, will necessarily fall on the non- 
lenders as well. For although the taxj)ayers of the future have 
indeed to repay the loan, they are not compelled to pay the 
amount all at once, as would be necessary in the case of the 
sums raised immediately by taxation. Just as in private credit 
the aggregate burden of gradual repayment is less than the 
sacrifice involved in outright provision of the original amount, 
so in the case of public credit the social sacrifice involved 
in the periodic pa}unent of the smaller sum represented by the 
interest and amortization charge is less than the burden involved 
in providing the entire amount in a lump sum. The phenomena 
of interest and of credit, by their very nature, imply that the 
burden of a su(‘C€^ssive series of partial payments is less than the 
burden of the total original payment. Just as the individual 
who borrows may incur a gain, despite the obligation to return 
the same amount in the future, so the community which bor- 
rows may incur a similar gain. This net gain in the case of 
public credit is represented b}" the smallei* burden involved in 
the amortization quota. 

An objection to the above argument has been raised by 
Professor Patten, who casts doubt upon the possible postpone- 
ment of such subjective costs. ^'Were they stated,'^ he tells 
us,^ ‘‘they would be found to be feelings whi(;h we compensate 
in the future at our ]Kuil.^^ On the contrary, we may say, not 
only is there no peril involved, but the postponement of such 
subjective costs will normally exert a positive influence on 
present objective costs. 

The statement that the costs of a war, from the objective 
point of view, must be met in the present is of course entirely 

1 S. N. Patten, ^‘Mandevillc in the Twentieth Century,” American 
Economic Remew, viii. (1918), p. 92. Cf. the answer by the present writer, 
^‘Who is the Twentieth Century Mandeville? ” Ibid,, pp. 339, et seq. 
Professor Patten is compelled to take the extraordinary position that, 
save in the case of short-time bank credit “the nearer we come to eliminat- 
ing credit, the better for the nation” (p. 94). This would put us back 
into the Middle Ages. 



728 


ESSAYS IN TAXATION 


true. The guns must be manufactured now and the supplies 
must be forthcoming now. It is now that they are needed and 
not in the future. But has any one in his senses ever thought 
of denying that fact? And is there any difTerence between 
public credit and private credit in this respect ? If we buy fur- 
niture in instalments, can any one deny that the furniture must 
be produced now? If a railroad secures its capital in large 
part by the issue of fifty-year bonds, does any one deny that the 
railroad must be built now ? If we erect a skyscraper to an over- 
whelming extent by the issue of long-time securities, does that 
imply that the skyscraper must not be built now ? In all these 
cases, the articles or commodities are produced now ; but the 
essential point is that they are not paid for now, at least not in 
cash : they are paid for in promises ; or, to put it more exactly, 
the cash handed over to the sellers of material and labor is 
almost entirely borrowed. There is a present production but a 
future payment. The objective costs must indeed be met now — 
the labor must be hired and the materials secured. These costs 
cannot be postponed : that goes without saying. But the sub- 
jective costs of the producer are lightened. In fact, they are 
lightened to such an extent that they react upon the objective 
costs. If the furniture buyer could not pay for the furniture 
in instalments he would not buy the furniture at all ; and with 
the lessened demand for the furniture, tlj:ere would be less 
produced. If the proposed railway could not market its bonds, 
the railway would not be built. If the real-estate operator 
could not borrow through his first, second, and third-mortgage 
loans, the skyscraper would not be constructed. In every 
case, the increase of the subjective costs which would ensue 
upon the abolition of credit would react upon the objective 
costs. If there were no credits in these cases there would be no 
production; or if there were any production, it would be at 
a very much higher cost ; that is, there would be less pro- 
duction. Credit, in other words, increases production by 
decreasing costs. The decrease of subjective individual costs 
may lead to a decrease of objective social costs. The diminution 
of the total aggregate sacrifice is equivalent to, or is followed 
by, a greater social production. 

But if all this is true of private credit, why is it not equally 
true of public credit? If it is true of a railway in private hands, 
why is it not true of a railway that belongs to the government? 
And if it is true of public credit in peace time, why is it not true 
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of public credit in war time? As a matter of fact, it is as true 
of war finance as of peace finance. The guns and the supplies 
must be furnished now. But if we were to rely entirely upon 
taxes and not at all upon loans, the point is that there would 
be far less likelihood of their being produced now. They are 
produced now because they can in large part be paid for in 
the future through the use of public credit. If they had to be 
paid for now in cash raised by taxation, not so much would be 
produced because the excessive taxes would cripple production. 
As Professor Scott, of Glasgow, so well puts it: ‘'If the choice 
is between immediate and deferred taxation, why should the 
burden be postponed, would it not be better to meet it at once 
and leave the future unembarrassed?^' His answer is this: 
“The mere fact of giving the taxpayer time to adjust himself 
to a new and heavy burden will lighten it materially for him. 
Also industry, in time, has a chance of expanding to provide a 
{)art of the new imposts." 

It is clear then, not only that the lessening of the subjective 
costs, that is of the burden of paying for the supplies, is not 
necessarily attended by perils, as Professor Patten thinks, but 
that as a matter of fact, this postponement of payment involved 
in the diminution of subjective costs may mean not only a 
smaller total aggregate sacrifice but even a diminution of the 
objective costs in the present. Pubhc credit, in other words, 
may give us more guns and more supplies now. 

If, then, it is true that the utilization of public <^redit may 
involve a lessening of subjective costs or real burdens upon the 
community, can it in the second place accomplish this by trans- 
ferring a part of the burden to the future? 

It might plausibly be argued that while it is true that the 
future taxpayer suffers a burden in so far as he has to pay taxes 
in order to raise the funds which are due to the bondholder, the 
only result is a transfer of the burden from one class in the com- 
munity to the other. The taxpayers, it might be said, suffer a 
disadvantage, but the bondholders who have their loan repaid 
to them secure the benefit. Since the benefits counterbalance 
the disadvantages there is no net burden. 

This argument, however, is fallacious. When the bondholder 
invests in a loan he suffers, it is true, a sacrifice in the sense of 
giving up the funds wlxich he might otherwise employ. This 
sacrifice indeed is compensated, and more than compensated, 
by a benefit. The benefit, however, that accrues to him is to 
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be measured by the annual interest that he receives on the 
bond. If he had not invested in the government bond he would 
have invested in something else. In any case he would simply 
have gotten interest on his capital ; and it is immaterial whether 
his capital is represented by a deposit account in the bank or 
by a private security or a public bond. The benefit that the 
bondholder receives in return for the sacrifice of yielding the 
money is the accumulated annual interest on the bond. By the 
time that the bond falls due then' is no more benefit accruing to 
him. The bond is always salal)l(' at the market price. Even 
before it falls due, the holder can dis])0se of it and get as much as 
he could have gotten by waiting until the (‘xpiration of the 
loan. If, as oftcai happens, the bond commands a premium, he 
could even get more by selling it beforehand. In reality, there- 
fore, we ought not to speak of any benefit a(‘cruing to the bond- 
holder when his bond is paid off. 

But even if we declare this r('|)aynient a benefit, it does not 
follow that the benefit to the bondholder (‘ounterbalanees the 
burden to the taxpayer. Then^ is no such equilibration between 
the two. For the possible' burden on the lender, who foregoes 
the principal but receives interest, is assuredly less than the 
actual burden on the taxpaycT who is compelled to pa^^ both 
principal and interest. There n'lriains, therefore, a net burden 
on the taxpayer and there is no counterbalancing of the tax- 
payer's burden by the bondholder's benefit.^ 

* Professor Pigou, in I'he Economics of Welfare, 1920, pp. 655-658, takes 
exception to the af»ove argument on the ground not that the bondholder 
secures a benefit but that the taxpayer suffers no loss. For the taxpayer, 
according to him. simply converts an annual interest charge into the pay- 
ment of a capitalized sum. Thi.s criticism, however, is doubly illicit. In 
the first place, what we have bt^en discussing is the contrast between the 
tax on the present generation and a loan which must be met by a tax on the 
future generation. If there had been no loan, there would be no tax at 
all, either to defray the interest or to repay the loan. The burden upon 
the future taxpayer is thus a result of the placing of the loan now : it has 
nothing to do with the question whether the capital raised by the loan is 
conserved or consumed. If there had been no loan, the future taxpayer 
would have to pay nothing for cither interest or reimbursement of the 
principal. In the second place, there is a difference in the subjective bur- 
den between paying interest on the loan and repaying the capital of a loan. 
It is the difference between raising a sum at once or paying it in instalments. 
It represents the saving in the subjective burden that is due, as explained 
above, to the utilization of (credit. Thus on both counts Profeasor Pigou 
fails to make good his contention. 

On the question of whether it is possible through the utilization of a 
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There is another fallacy lurking in the statement that the 
burden upon the future taxpayer is compensated by the benefit 
then accruing to the bondholder. There is indeed a burden 
upon the future taxpayer, but not of the kind imagined. Public 
debts of larger amounts are never paid in the manner supposed. 
When a public debt falls due, it is not paid out of the proceeds 
of taxes levied upon th(^ taxpayers of that particular year. 
If Ihe debt is not refunded, l)ut actually paid off, it will be 
(extinguished by utilizing the funds which have been accumu- 
lated for a t(‘rm of years. If there is a sinking fund, the burden 
upon the futiire will be represented by the annual amortization 
quota. In such a case the burden will Ix' })orne not ])y the tax- 
payers at the tiiiKi when the bond falls du(‘, but- in instalments 
by the succc'ssive annual taxf)ayers, Ix^ginning with th(‘ yctir 
wh(ii the bond was first issued. The same is true if th(' ])onds 
are scaial bonds llie instalments of wliitdi fall due periodically. 
In this cas(', only the burden repr(\s(mting the last instalment 
will be boriK' by the* taxpayers at the expiration of tlie loan. 
If we tak(‘ th(‘ sinking-fund bond as a type it may be said that 
the benefit ac(;ruing to the bondholder is repn'sented by the 
accumulated int(a'(*st and that th(^ burden nesting upon the tax- 
payers is comj)osed of th(‘ (mtire d(‘bi service^, that is the interest 
(harg(^ together with tlu' amortization quota, since the interest 
charges figur(‘s on both sidc^s of the ledger as benefit and as 
Inirden. The amortization quota is the net burden nesting upon 
th(^ successive contingents of taxpayers until the sinking fund 
is cornjjlc'ted or the debt is entirely paid off. That this net 
burden upon the future may b(‘ outw('ighed — and, in general 
more than outweighed — by the net benefit accruing to the 
present has been ineiicated above. 

We may, therefore, consider it as established that it is possible, 
not only to diminish the subjective sacrifice on the present, 

loan to transfer a part of the burden to the future, there is little difference 
between us. For Professor Pigou agreenS (pp. 650-1) that there are at 
least three separate ways in which the national dividend of the future may 
be injuriously affected. 

But on the general question as to whether these burdens on the future 
are compensated by the advantag(\s to the present. Professor Pigou is 
curiously non-committal, either not alluding to some of the arguments 
mentioned above, or weighing others so dispassionately in the balance 
that no definite conclusion is reached. As a general discussion of the 
subject of taxation vs, loans his treatment can therefore not be pronounced 
particularly successful, 
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but also to put a share of the burden upon the future. It has 
also been established that the device of public credit necessarily 
accomplishes the second result in effecting the first. The 
problem at issue is the cost of making final settlement of the 
war bills of the government. This settlement must be made 
by taxpayers and it can be postponed. If the government 
borrows, it obtains money from people who get a good invest- 
ment and who are making a very slight sacrifice. The sacrifice 
on the part of a purchaser, rich or poor, of a Liberty Bond is 
much less than the sacrifice of a taxpayer who gives up his 
money without return. The sacrifice of the taxpayers who 
must pay the bills can be postponed and this postponement 
may involve the undoubted advantage of spreading large 
payments over a period of years. ^ Public credit, if correctly 
employed, may, in shifting a part of the subjendive sacrifice to 
the future, lessen the total real costs of a war to the com- 
munity as a whole, viewed as a continuing entity. 

III. Ought the Burdens of a War be Shared until the Future? 

Although it is possible, as we have just seen, to shift a part of 
the burden from the present to the future, the next problem is 
as to when, if ever, this is justifiable. The point at issue here, 
be it obseiwed, is not as to the relative advantages of loans 
versus taxes, but as to the classes of cases when loans are to be 
permitted as a matter of principle. In order to solve this 
problem we need a more detailed analysis of public expenditures. 

For our purposes all public expenditures may be divided into 
two classes: current and capital expenditures. Current ex- 
penditures are those incurred for carrying on the ordinary 
business of govemmenc while maintaining its property or plant 
at the customary level. Capital expenditures are those in- 
curred for increasing the property or plant of the community. 

Capital expenditures may again be divided into expenditures 

1 Mr. Hartley Withers, who originally held this view, has been so in- 
fluenced by the rather hasty pronouncement of some American writers 
that he has recanted. C/. his Our Money and the Staie^ 1907, p, 29. But 
even he balks at the proposition that public borrowing is always unjusti- 
fiable, and accepts it as defensible when empIoytKi for productive purposes 
{Ibid.j p. 43). Had he pushed his analysis a little further he would have 
realized the fact that no distinction can be drawn between consumption 
and production credit, and that the economic utility of credit may attach 
equally to both forms. 
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for self-supporting and for non-self-supporting purposes. Ex- 
penditures of the first kind are seen in the case of water-works 
where the revenues are expected to defray more than the cost. 
Here it is entirely legitimate to issue bonds, because although 
the burden upon the present is diminished, there will be no 
burden upon the future. By the time the bonds expire, a 
sinking fund will have been accumulated out of the revenues 
which will also in the interval have provided for the payment 
of th(^ annual interest. It is for this reason that in the city of 
New York, for instance, not only the water and dock bonds, 
but those issued for any municipal improvement the revenue 
from wliich will defray the interest together with an amortiza- 
tion quotir are by law excluded from being counted in the 
debt subject to constitutional limitations as to size. If such 
improvements had to be paid for out of taxes they would fre- 
quently not be made at all. 

Many capital expenditures are, however, incurred for non- 
self-supporting purposes. The funds, in other words, are 
sj^ent for additions to the community plant or property from 
whic^h no, or only little, money revenue is expected. The divi- 
dends ar(\ in whole, or in part, of a non-material kind. vSuch 
expenditures may be further subdivided according as they 
are recurring or non-recurring. An example of the first kind 
is a schooihouse. A schoolhouse represents an addition to the 
capital or peiinanent proi)erty of the community. Under the 
American systcan it is not used for purposes of revenue, as no 
fees arc; charged. In a growing city where population is con- 
tinually increasing it is obvious that more schooiliouses will 
have to be built every few years and perhaps even annually. 
Since, thc'rc'fore, the same capital expenditure will have to be 
made every year, or almost every year, it is propc^r that it should 
be paid for every year, or almost every year. In other words, 
the cost of schoolhouses in a constantly growing community 
ought to be defrayed out of taxes on the pay-as-you-go principle. 
The situation is, however, different with the other class of non- 
self-supporting capital expenditures, namely, those of a non- 
recairring kind. Take, for instance, the purchase by the 
government of the telegraph or telephone system with the 
intention of so reducing charges as not even to meet running 
costs. Or, better still, take the building of a great art museum 
in a city or the purchase of a comprehensive system of parks. 
In the ordinary coui*se of events a considerable period would 



734 


ESSAYS IN TAXATION 


elapse before another art museum or another such system of 
parks will be needed. Since the museum or park will continue 
to benefit the community as a whole for many j^ears, there is 
evidently an impropriety in putting the entire Imrdcii upon the 
taxpayers in any one year. To attempt to do this would not 
only be inequitable in itself, but would also defeat its purposes; 
for the larger the expenditure, the more disinclined would the 
taxpayers of any oiu^ year be to authorize the outlay. The 
probable result would be delay, or even complete failure, to 
authorize much-needed improvements. In the case, therefore, 
of non-recurring, non-self-suppoi-ting capital expenditures the 
utilization of pu])lic credit is cU^arly permissible. 

There is of course a border line or twilight zone where the ar- 
guments as between loans and taxes are rather evenly balanced. 
Take the New York court-house i)roblem as an example. It is 
difficult to say whether this ought to lx* called a recurring or a 
non-recurring expenditure. A new court house is indeed not 
needed every year. It is only a few decades, however, since the 
present court house was rebuilt. The same is true of bridges in 
a rapidly growing community. More than a certain number 
of bridges will probaldy not l)e required for a long time. But 
in the interval, new or better bridges may be needed every few 
years. Where the opposing arguments a re so close, it is evidently 
wise to defray the outlay partly out of loans and partly out 
of taxes. 

Opposed to the capital expenditures of government are the 
current expenditures. '‘Oiese may be divided into ordinary and 
extraordijiary expenditures. Ordinary expenditures are those 
which are incurred for the ordinary work of government from 
year to year as it may be anticipated and arranged for in the 
budget. As to these, there is no question but that they should 
be met entirely out of the proceeds of taxes. One of the glaring 
abuses of the old Tammany regime in New York City was the 
way in which it kept the tax rate down by borrowing money 
for the ordinary current expenditures; as, for instance, the 
issue of twenty-year bonds for the purchase of brooms which 
lasted only a few* months. 

Extraordinary^ expenditures, on the other hand, are those 
wffiich cannot well be foreseen or predicted with any reasonable 
accuracy; as the result of some unforeseen contingency they 
are out of the regular order, that is, they are extraordinary. 

Extraordinary current expenditures may, however, like the 



WANS V8. TAXES IN WAR FINANCE 


735 


capital expenditures mentioned above, be subdivided into re- 
curring and non-recurring expenditures. A non-recurring 
extraordinary exj)enditure is typified in the case of the Chicago 
or the Boston fire. Since the outlay needed to keep these com- 
munities alive, or to repair the ravages of the conflagration, 
may not be expected ever to occur again, or certainly not for a 
long future, it would he manifestly improper to saddle the entire 
burden upon the unfortunate taxpa 3 ^ers of that particular year. 
The probability is that if any attempt were made to do so the 
needed repairs could not l)e made at all, or certainly not to the 
extent that would be appropriate. Of a similar character would 
be the extraordinary expcindit.ures oc.casioned by a great flood 
or famine in a country" unaccustomed to. such catastrophes. 

On the other hand, there are certain (^lasses of extraordinary 
expenditures the recurrcaice of which may be reasonably expected, 
although the date of the recurrence is unknown. This would 
be the case with eartlKpiakes in a country like Italy, or famines 
in a country hke India, or tornado(‘s in some jiarts of the United 
States. In such cases it is entirely proper to accumulate out 
of the proceeds of taxation a fund which (‘an ultimately be used 
for that purpose wlnai the occasion arises. Since the con- 
tingency m;^y occur at more or less periodic intervals it would 
manifestly be unwis(‘ to shift I he burdcai upon the future; for 
before th(‘ future comes, another contingency of the same kind 
may have oc(*.urred. 

When finally we come to such expenditures as these of modern 
wars, the ejuestion of exact classification is attended with con- 
siderable difficulty. It is inckied true, that as long as human 
nature remains what it is and the fundamental causes of an 
economic and racial character are not removed, every nation 
must look forward to periodic outbreaks of this scourge. Cer- 
tainly there is nothing to predisf)ose us to tlie belief that the 
history of the world w’^as so totally changed in the 3 "ear 1918. 
In a certain sense, therefore, the extraordinary expenditures 
of a war may be put in the class of recurring expenditures. 
The recurrence, however, of such a gigantic war as the late 
world conflagration cannot be regarded as immediate. It is to 
be expected that it will take at least several decades for the 
various belligerents to recover from the strain and stress of the 
conflict. In the meantime, whether it be one decade or several 
decades that elapse, the benefits, such as they are, in any par- 
ticular country necessarily attach to the intervening years. 
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And at all events, it is not legitimate, even if there are no 
benefits at all, to put the entire burden upon those who happen 
to be taxpayers during the course of the war. When we speak 
of the distinction between the present and the future, it is not 
necessary to conceive of the future as the future generation 
or the future century. There are all manner of changes in the 
taxpaying abilities of the citizens within a century or even 
within a generation. And with reference to the particular 
circumstances of the recent conflict, if it was a war to make 
democracy safe, it is certainly just that the coming decades 
which will enjoy the benefits of security should bear some part 
of the cost of preserving it. 

The conclusion, therefore, would be that in the case of a 
great war it would meet all the demands of justice to put part 
of the burden upon the present taxpayers and to shift the re- 
mainder upon the taxpayers of succeeding years, with the iintler- 
standing that all the charges of the war will finally have been 
met before the period when the recurrence of a similar out- 
break is wdthin the realm of probability. This conclusion in 
other words shows the essential legitimacy of utilizing both 
loans and taxes in times of war. 

IV. The Dimdvantages of Loans 

The net gain involved in public credit may be impaired or 
even converted into a loss in three ways: (1) if exclusive use is 
made of public credit; (2) if the system of taxation after the 
war is materially clninged to the disadvantage of the community; 
(3) if public credit is so abused as to lead to serious inflation. 
Let us consider each of these in turn: 

1. All credit rests on a substratum of cash. Private credit is 
an adjunct of capital, but it must depend on capital. The loans 
that a bank can make ought never to exceed a certain percentage 
of the reserves. The volume of credit can always be greater 
than the amount of the cash reserve; but it cannot safely be 
independent of that amount. In the same way the attempt 
to finance a gigantic war entirely by loans without any solid 
basis of taxation would also represent unsound finance. The 
resulting loss of confidence would manifest itself in a deprecia- 
tion of successive issues of government bonds and would ul- 
timately cause embarrassment or disaster. But just as a bank 
may issue several dollars of credit for one dollar of cash, so a 
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government may borrow for war purposes considerably more 
than it raises by taxation with equal advantage to all con- 
cerned. To finance a war entirely by loans is inadvisable; to 
finance a war in large measure by loans is legitimate. Em- 
ployed in moderation and based on a solid foundation of 
largely increased war taxation, war loans are advantageous in 
reducing war costs. But the foundation of taxation must sup- 
port th(‘ edifice of loans. Unless taxes are levied to an amount 
at least necessary to provide for the interest on the new loan, 
as well as for a reasonable amortization quota or additional 
sums calculated to sink the debt within a reasonable period, 
the advantages of war loans will disappear. This is the serious 
danger to which some of the belligerents, like France, Russia 
and (Germany, succumbed in the recent conflict. 

2. If taxes during the war were to be raised entirely from 
those best able to pay, and if the tax system were to be so altered 
after the war as to bear with severity upon those less able to 
pay, the advantage of loans over taxes would be impaired. It 
might be (daimed, for instance, that the ordinary system of 
taxation in peace times is influenced so largely by the richer 
classes that wealth escapes its share. As a result of a war, how- 
ever, the wi althier classes will become more patriotic and will 
be more riuuly to contribute. Even if this should not be the 
case, the ^ ery immensity of the sums to be raised, it might be 
said, will make it impossible to secure what is needed from 
taxes on general consumption and will necessitate resort to 
taxes on wealth. To raise any part of war expenditures, there- 
fore, by loans instead of by taxes simply means that the less 
affluent classes will ultimately have to pay more. This involves 
a serious social maladjustment. 

It may be questioned, however, whether such an argument is 
not in reality illicit. For we have here a comparison not be- 
tween loans and taxes but between two different systems of 
taxation.^ It is conceded that if taxation after the war could 
be based upon the same general principles as taxation during 

^ Professor Pigou, with whom this argument originated, does not com- 
pare taxes in general with loans in general, but taxes on the wealthy 
with taxes on the poor. “ Under the tax method the rich and moderately 
rich really shoulder the whole burden of the charge that is laid upon them. 
Under the loan method they do not do this, because they are compensated 
afterwards through taxes laid for that purpose, partly on themselves, 
but partly on other and poorer sections of the comraunity.^^ Tfie Economy 
and Finance of the War^ 1916, p. 70. 



738 


ESSAYS IN TAXATION 


the war, the entire argument would fall away.^ But this, we 
are told, is exceedingly unlikely. The enthusiasm engendered 
by the war, which will make the wealthy willing to pay greater 
taxes, will subside after the war.^ 

The retort, howevoi-, at once presents itself: what if peace 
taxes should be better than war taxes? It might plausibly be 
argued that during the enthusiasm cngenck^red by a war the 
great mass of the people, and not only the wsy rich, might be 
willing to endure extra burdens; whereas aftc'r the return of 
peace they would insist upon a mon^ equitable distribution 
of the burden. As a matter of fact the fiscal history of our own 
Civil War would tend to bear out tliis theory. The tax system 
during the Civil War was composed to an overwlu'hning extent 
of burdensome taxes on the gnnit, mass of the community. 
The income tax, for instance, was slight as compared with the 
tax on manufactured articles. After the return of peace, on 
the other hand, these burdensome taxes were removed one 
by one and the income tax was among the very last to disappear. 
Instead of the tax system after the war bcH'oming progressively 
worse or more unjust, it, became progressively better, or less 
unjust. The same thing is t rue of the fiscal history of other wars. 

In truth, however, such an interpretation would be just as 
invalid as the preceding one. There is no necessary or probable 
tendency in the one direction or in the other. Some systems 
of war taxation have been better, and some have been worse, 
than corresponding systems of peac’c taxation. There is nothing 
in the nature of war or peace which will fundamentally affect 
the situation. No one class in the community has a monopoly 
of loyalty. History does not show that either the rich or the 
poor are more patriotic. The real forces which make for more 
equitable taxation are the growing democratization of the 
community with an increasing realization of the principles of 

^Professor Durand tells us we could assure ourselves that the dis- 
tribution of taxes after the war would be as the distribution of taxes during 
the war, there would be little choice between taxation and borrowing.^* 
Financial Mobilization for War, papers presentKi at the Joint Conference 
of the Western Economic Society and the City Club of Chicago, June 21 
and 22, 1917, n. 18. 

2 Professor Durand basej? his whole argument on the assumption that the 
post-war taxes would be less equitable than the war taxes. He concedes 
that ‘rthis is not a rectissary result, but he believes that ^‘the great po- 
litical power of the well-to-do classes would almost certainly enable them, 
if they sought to do so, to shift part of the burden on the poorer classes, 
and they would probably seek to do so.*’ Op. dt,, p. 26. 
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justice. Modern systems of taxation, in war as in peace, are 
everywhere more equitable than former systems because of 
the gradual prevalence of these two factors. There is no warrant 
for the assumption that the return of peace will check this 
progress of democratization. There is no adequate founda- 
tion for the belief that in a democracy the fundamental causes 
which make for justice in taxation will be less strong in peace 
than in war. A faulty analysis of the history of taxation and of 
democratic progress is not a sufficiently firm basis on which 
to predicate the inferiority of loans. 

3. The third disadvantage of loans is alleged to be the tend- 
ency to inflation. As to fhe dangers and shortcomings of 
inflation, the burdens of which are borne in large part by the 
less affluent classes, it is unnecessary to speak. That loans 
may lead to inflation is undoubted; that loans necessarily lead 
to more inflation than would be brought al^out by other methods 
of securing revenue, is quite another matter. 

To what extent can it be said that loans lead to inflation? In 
the case of foreign loans the question can of course not arise 
so far as the homo country is concerned. Domestic loans, how- 
ever, may be derived from five sources: 

(a) From the liquid or frec^ loanal)le capital in existence. 
Large sums, the results of previous a(‘cumulation, are always 
found ready for investment in the financial centers. In the 
United States tiiese are to a great extent loaned on the stock 
exchange and used for j)urposes of speculation. The transfer 
of these funds from the stock exchange to the government 
will assuredly not lead to inflation. Rather, the contrary 
would be the case. 

(b) From the surplus of curnmt production. The annual 
surplus products of a community are ordinarily converted into 
productive capital through new investment. If these invest- 
ments are turned into the channel of government bonds in- 
stead of industrials, there is no tendency to inflation. 

(c) From a change of investment. If investors are tempted to 
sell their foreign securities and to bu}^ governments bonds, there 
is again no tendency to inflation. If they sell their domestic 
industrial securities in order to invest in government bonds, 
there will even be a tendency to the contrary. For the throw- 
ing of so many domestic securities on the market will be likely 
to reduce their value — leading to lower, rather than higher, 
prices. 
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(d) From anticipated savings. Many a citizen of moderate 
means will invest in war bonds, paying for them by the fractional 
certificates which he laboriously purchases out of the savings 
due to decreased consumption or increased production. This 
will lead not to inflation, but to the reverse. 

(e) From borrowing at the bank. It is only in this case 
when the investor pays for his war bonds by borrowing from 
the bank, or when the bank itself subscribes to the war loans, 
that the undue extension of credit l)y the Ixink may lead to 
inflation. This is in fact the most common way, apart from the 
issue of paper money, in which inflation occurs. 

What we are considering, however, is primarily not whether 
loans may cause inflation, but whether inflation is necessarily 
the consequence of loans or whether there is anything peculiarly 
distinctive about loans in causing inflation. These considera- 
tions have almost entirely been overlooked in the discussion. 

In the first place, there is no doubt that wars are always at- 
tended by inflation. But this inflation would ensue entirely 
apart from loans. The chief factors which explain the rise of 
prices during a war are the vastly augmented demands of the 
government, the dislocation of production coupled with the 
falling oflf in the socaal output, and the augmented supply of 
the currency. These are the fundamental causes which make 
for inflation and they will exert, their effect irrespective of the 
choice between loans and taxes. ^ 

In the second place, it is a fallacy to suppose that if loans 
lead to inflation taxes will prevent inflation. Modern war taxes 
are to an overwhelming extent levied on business. The dis- 
tinguishing features of our recent system, for instance, were the 
high corporate income and excess-profits taxes. It is familiar 
to those acquainted with business conditions that many cor- 
porations whose profits were largely on paper, whose resources 
were heavily engaged, and who were anxious to utilize their 
profits in extending their operations, were even in the early stages 
of the war preparing to borrow on a large scale from the banks 

^ Of. the recent weighty utterance of former Assistant Secretary of the 
Treasury, R. C. Leffingwell, ^‘The world had been living beyond its in- 
come living to some extent upon its accumulation of wealth. Thir^ would 
have meant inflation e^'en if the whole cost of the war had been met 
from current taxes, for the money to pay taxes could only have been 
had by expanding credit to the extent that war expenditures exceeded the 
net income of the people." Introduction to E. L. Bogart, War Costs and 
Their Financing^ New York, 1921, p. xvii. 
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or to issue short-time notes in order to pay their taxes. Were 
a war financed entirely, or to a large extent, by taxes instead 
of by loans, this resort to bank credit on the part of prudently 
managed enterprises would be still further emphasized. There is 
consequently less difference than is commonly supposed between 
a resort to loans and a resort to taxes. Some of the funds are 
almost inevitably borrowed from the banks in each case; and it 
is by no means certain that the borrowing is likely to be far 
more marked in* the case of great loans than in the case of very 
high taxation.^ 

Finally it must not be forgotten that if there were no loans, or 
even insignificant loans, the tax system would, in all probabil- 
ity, not only be excessive in its burdensomeness, but, as we 
shall see, inadequate in its yield. With a failure of war taxation 
to defray expenditures the ultimate resort would then nec- 
essarily 1)(^ to fiat money or imonvertible paper which, as 
everyone concedes, causes far greater inflation than anything 
else. Thus the failure to resoit to loans in proper amount 
would almost inevitably, in a protracted contest, lead to the 
worst possible kind of inflation. 

Is it not clear then that the niation between loans and in- 
flation must not be exaggerated? Loans may indeed lead to 
inflation, but so may taxes lead to inflation; inflation is due 
primarily to other and more fundamental causes than either 
loans or taxes; and the attempt to avoid inflation by abandoning 
the use of loans will almost inevitably lead to far greater in- 
flation in the end. 

If, then, there is little reason for anticipating (1) any serious 
abuse of public credit, or (2) a fundamental and unfortunate 
change in the tax system after the war, or (3) any undue or 
peculiar tendency to inflation as a result of loans, it follows 
that a proper use of public credit may be of net advantage to 
society. 

V. The Comparative Merits of Taxes 

Up to this point we have adverted to the advantages and 
disadvantages of loans and by implication have considered 

1 It is significant that Professor Pigou, who was the first to put forward 
the inflation theory in war finance is careful not to limit this eventuality to 
loans. “If, as is probable in the case of very large levies, their (the rich) 
borrowings for war loans and war taxes exceed their normal borrowings in 
times of peace, there is likely to occur a certain amount of currency infla- 
tion.” The Economy and Finance of the War^ 1916, p. 76. 
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some of the advantages and disadvantages of taxation. It 
may conduce, however, to clarity of exposition to marshal here 
some of the arguments which refer particularly to taxes. 

The first advantage of war taxation is its effect upon consump- 
tion. As we pointed out at the beginning, the important point 
in the economic life of a community at war, as in peace, is to 
have a surplus of current production. This surplus must be 
measured in terms not simply of material output, but also of 
subjective sacrifices. The outstanding fact in every great 
war is the sudden and sharp reduction in production. Unless 
the consumption of the community keeps this slower pace the 
result will be disastrous. For although the community can 
rely to a certain extent upon the accumulations of the past 
and can also, as we have pointed out, defer some of the sacrifice 
to the future, a large part of the burden must be borne at 
present. The current consumption of the community must 
be cut down to the measure of the current produc^tion if there 
is to be any surplus. 

The advantage of high war taxes is that they may help to 
bring about this result. But while this is true, the effects of 
taxation on consumption must not be exaggerated. In the 
first place taxation is not alone in affe(*ting consumption. Con- 
sumption may be influenced by legislative })rohibition and 
by rationing. In truth, during the recent war, these factors 
were of much greater influence than taxation. In the second 
place taxes are not the only fiscal expedient which can affect 
consumption. Among the chief points in the recent issues of 
war loans, here as abroad, have been the appeal to patriotism 
and the facilities afforded for investment in the loans, to be 
made good by current savings. It is true that taxes involve a 
compulsory, and loans only a voluntary, appeal to saving. 
But it would be a mistake to overestimate the influence of the 
former and to underestimate that of the latter in reducing con- 
sumption. 

In the third place the beneficial effects of taxes upon con- 
sumption may be seriously exaggerated. If, as is true, war 
taxes largely assume the form of taxes on business enterprises 
and corporations, there will be almost no influence upon con- 
sumption, and the little influence exerted on consumption may 
be outweighed by the possible injurious effects on production, 
thus reducing instead of enlarging the social surplus. More- 
over, even as far as individual income taxes are concerned, the 
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results are by no means certain. On large and very large in- 
comes the tax is not apt to be paid out of current income at 
all. The ordinary man of wealth will be much more likely 
to draw temporarily upon his capital during the war than to 
reduce his personal expenditures. Again, while it is true that 
very high taxes on small or moderate incomes will check con- 
sumption, the danger is that we shall cause not only sacrifices, 
but real privation, the disadvantages of which may counter- 
balance the advantages of a reduced consumption. 

While, therefore, high war taxes may tend in part to reduce 
consumption, the effects and beneficial consequences can easily 
be exaggerated. 

Th(^ second advantage of high war taxes is that the actual 
burden in times of war is really less than it appears to be. A 
war gives unusual opportunities to make immcinse gains and 
the profits secured by the war contracts are apt to })e more 
or less widely diffused throughout the community in the form 
of high wages and general business prosperity. It is for this 
reason that the tax on war profits, or on excess profits, has 
everywhere become' a fundamental feature in the tax program. 
In the second place, tlie higher price level due to the inflation 
that always accompanies a war makers a giveai tax a much 
smaller relative bui’den. Thirdly, it is more economical to 
levy high taxes during a war when the diversion of current 
incomes to ordinary investment, of capital is relatively small 
than to postpone the tax until a time when the need of capital 
investment again becomes acute. 

These are the undoubted advantages of high taxes. But over 
against the advantages must be set the disadvantages. 

The first drawback is the inadequacy of taxation during a 
war. The protagonists of high taxation seem to think that 
the entire, or well-nigh the entire, expenditures of a war may be 
met from taxation.^ 

Even a superficial glance at the facts ought to show the base- 
lessness of such an assumption. We do not venture to utilize 
here any figures as to national wealth or social income, because 
of the worthlessness for scientific purposes of any such com- 

1 So, for instance, Professor Durand says: “If during the war itself highly 
progressive taxes were levied sufficient to meet the war expenditures,^^ 
op. cii.f p. 2Q. The same thing is true of Professor Sprague and some other 
American writers. Professor Pigou, however, is much more cautious in 
advocating only increased revenue from high taxation. 
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putations. But we should like to emphasize the fact that the 
limit of taxation is to be measured not by the social income, 
but by the social surplus, that is, the excess of the net income 
over the consumption of the members of society. This social 
surplus is V(ay iiiu(*h less than is often repi'eseiited. In Eng- 
land, for instance, where the tax on moderate incomes was 
soon raised to 25 per cent and on the larger incomes to 423/2 
per cent, the net additional receipts from the income tax 
amounted to about one billion dollars. Even if we assume 
that the recipients of moderate incomes could endure the pri- 
vation of an additional 25 per cent of the income, thus doubling 
the returns; and if we further assume iJiat on llu^ higher grades 
it would have been possible to (H)nfiscate the entire income 
beyond a small minimum, thus doubling or trebling the nwenue, 
we should have as tlui conceivable maximum from the income 
tax in Great Britain between three and four billions of dollars. 
Again, if the excess-profits tax had been increased from the 
eighty per cent, which yielded about oik' l)illi()n dollars, so as to 
take in all of the profits, we would have another few hundred 
millions income. If, therefore, England had taxed the entire 
available social surplus through the highest possible income tax 
and excess-])rofits tax, the total nwenue would have been 
absurdly short of meeting the war expenditures. In order to 
meet even one-half of the war (expenditures from taxation it 
would have been necessary for Great Britain, in addition to 
confiscating incomes and profits, to impose immense burdens 
upon that part of acecumulated wealth or property which is 
susceptible of sale abroad. 

The figures mutatis mutandis would be similar in this country. 
In ord(3r to raise eveen oncvhalf, not to speak of the total, of the 
nineteen billions that were asked for in 1918 and of the still 
larger sums which would be needed as the war progressed, it 
would have been necessary not only to take by taxation most of 
the smaller incomes and all of the higher incomes, but also to 
confiscate virtually all of business profits, and finally, after 
levying crushing taxes on consumption, to take such part of the 
existing private property of the United States as could find a 
ready market abroad. Even the mere statement of such a 
proposition carries its refutation on the face. 

But if the inadequacy of sole reliance upon taxation is patent 
there are also well-founded objections to levying excessive 
taxes even short of this impossible total. Taxes may roughly 
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be divided into taxes on wealth (income; property and in- 
heritance taxes), taxes on business (taxes on profits, production 
and exchange), and taxes on consumption (import duties and 
excises) . 

The chief modern tax on wealth is the income tax* It is ac- 
(iordingly entirely proper that in time of war the principal 
reliance should be based on this source of revenue with a very 
much liighor graduated scale of progression on the larger in- 
comes. But entirely apart from the extreme, advocated by 
some, of confiscating all incomes over $100,000 ^ there are at 
l(;ast four dangers in excessive income taxes. 

1. The administrative difficulties will be greatly increased. 
It is as true of the income tax as of the arithmetic of the customs 
that two and two do not always make four. Excessive import 
duties induce smuggling; excessive income taxes engender 
evasion. With such a delicately adjusted machinery as in 
th(^ case of our income tax it is to be feared that excessively 
high rates will cause not only a disappointing yield but also 
an iiKTcasirig inequality as bet.ween individual taxpayers. 

2. If the rates are too high, the tax may act like an excessive 
consumption tax and, by pressing unduly upon the margin of 
comfortable existence, cause great privation. 

3. If levied chiefly upon the higher incomes, it may seriously 
tren(h upon the sum ordinarily devoted to the educational, 
philanthropic, and religious institutions and thus cause wide- 
spread injury to the immaterial interests of the community. 
This obje(*tion has only in part been removed by the recent 
amendment to our income tax law. 

4. Exciessive taxes on incomes will deplete the surplus avail- 
able for investment and interfere with the placing of the enor- 
mous loans which will be necessary in any event. It might be 
replied to this last argument that the more is raised by taxes 
the less will have to be raised by loans. This does not, how- 
ever, meet tlte point. For if the taxes are so high as to dis- 
courage industry they will obviously dry up the source of future 
incomes and thus deplete to that extent the surplus which would 
otherwise be available for future loans. Entirely apart from 
that fact, however, high taxes will interfere with loans in so 

'This has been done by Professor Sprague in his address before the 
American Economic Association, Papers and Proceedings of the Twenty-- 
ninth Annual Meeting of the American Economic Association, December, 
1916, p. 211. Similar propositions were made in Congress. 
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far as the loans are financed even temporarily by the banks. 
If a would-be investor borrows from a bank, the amount of 
his credit will be in a certain proportion to his estimated profits. 
Every dollar's d'minutiori of his prospective income will cause 
several dollars’ decrease in the amount which he will think it 
prudent to borrow or which the bank will think it safe to lend. 
If, therefore, the income tax is so high as seriously to deplete 
his investing surplus, it will cause a far greater falling off in the 
amount which he can subscribe to the loan. It is significant 
that this is the chief argument that weighed with the Chancellor 
of the Exchequer in England in refusing to increase English 
taxation.^ 

Excessive taxes on business again may have all manner of in- 
jurious consequences. Taxes on war profits are indeed not 
open to the same objections, but our tax on excess profits is far 
more than a tax on war profits. When they are too high, they 
tend to ch(H;k the needed transfer of industry and of invest- 
ment to war purposes just at the time when new enterprise is 
desperately needed. Although our tax could by no means be 
called excessive, it is well known that in sevc'ral important cases 
it did exert such a repressive effect. 

The evils of excessive taxes on exchange and consumption 
are so familiar that they need not be re(^ounted here. 

It will be seen, therefore, that the dangers of excessive taxes 
are not to be overlooked. The anti-social consequences of 
excessive taxation are perhaps more to be emphasized than the 
similar evils of excessive loans. “ 

^ Mr. Bonar Law stated this on several occasions, the last time on August 
13, 1917: “1 quite admit that in financing the war the government has to 
get the largest amount out of taxation which is compatible with maintain- 
ing the financial security of the country; but I have said many times that 
there comes a limit at which if you keep on increasing taxation, you might 
give up all hope of raising money by loan. It is obvious that if you tax 
to such an extent as to destroy the financial position, you must abandon 
all hope of loans.” Parliamentary Debates, vol. xcvii., p. 944, 945. 

2 This point has recently been emphasized by ex-secretary Leffingwell, 
in discussing the proposal to defray all the war costs out of taxes. ^‘It 
Congress had passed such a tax law, it is not difficult to guess that the 
consequence would have been a business catastrophe which would have 
put us effectively out of the war . . . one thing is clear, that if excessive 
taxes were imposed, the fact might not be kno^m until efficiency was im- 
paired and the harm done. In war time it would be impossible to repair 
the injury done by a tax levy which in fact was excessive.” Introduction to 
E. L. Bogart, War Coats and Their Financing, 1921, p. xix. 
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It is important, moreover, that the public mind should be in- 
fonned not only as to the dangers of excessive taxation, but 
also as to the inevitable failure of exclusive reliance upon any 
single group of taxes. It would have been in the highest degree 
unfortunate if through emphasis upon such slogans as ‘‘ conscrip- 
tion of wealth” and the like, the general citizen body had ac- 
quired the feeling that war taxation meant immunity for them- 
selves. Just as a war from a military point of view can be won 
only by putting forth the united efforts of the nation, so a war 
can be won from the fiscal point of view only by reliance upon 
the ability of the entire citizen body, whether rich or poor. 

VI. Conclusions 

The conclusions from the above analysis are as follows: 

1. Government loans are indispensable to a sound war 
finance. If properly used, they tend to lighten the burden of 
a war. 

2. To attempt to finance a war exclusively through loans is 
short-sighted. 

3. To attempt to finance a war exclusively through taxes is 
suicidal. 

4. War taxes should be large and immediate, but should never 
be stretched beyond the point where they begin to lessen the 
social output, to hamper the transfer of pre-war to war pro- 
duction, or to press unduly on desirable consumption. 

5. War taxes must be high enough to assure a solid founda- 
tion for the loans and to ensure a rapid payment, of the debt 
within a relatively short time. 

6. At the outbreak of a war, and during the early period, very 
much greater sums ought to be raised by loans than by taxes. 

7. As the war proceeds a continuously larger amount can and 
should be raised by taxation, although at no time will the 
government be free from the necessity of relying to a con- 
siderable extent upon the use of public credit. 



CHAPTER XXIV 


THE COST OF THE WAR AND HOW IT WAS MET ^ 

The time has not yet come for a final statement of the fiscal 
history of the war. For one thing, the figures are not yet 
completely available; and, in the next place, the expenses 
connected with the war are not yet over. It is, however, not 
premature, one year after the declaration of the armistice, 
to attempt to present in a summary fashion a preliminary sur- 
vey and interpretation of the facts. Various ad interim en- 
deavors to present certain phases of the subject have already 
been made.'^ 

^ This chapter is reprinted, with a few changes, from thi‘ article in Tfie 
American Economic Renew y vol. xix (1919) • 

*The f)res('ntation {)f facts for the earlier period of the war will be found 
in the bulkM.ins of the Copenhagen War Study Socaety and of the Socicte 
de Banque Buisse, Some later figures will bc^ found in L. P. Ayres, The 
War with Gcrnumijy published by the Statistics Braindi of the General 
Staff of Washington, 1919. Some (;omputations as to the cost of the war 
will be found in Edgar Crammond’s Address on the Cost of the War before the 
Institute of Bankers, London, March, 1919; as well as in Sir Edward 
Holden’s The Cost of the War and its Payment in his report U) the London 
City and Midland Bank, January, 1919. P'acts as to public debts will be 
found in The World's War Debt (Mechanics and Metals National Bank, 
New York, 1919); in The Interned IFar Loans of Belligerent Countries (Na- 
tional City Company, 1918) The most painstaking collection of facts 
has been compiled by one of my former students L. It. Gottlieb and pul>- 
lished with variations in three separate place-s. The first was an article 
on ^‘The Indebtedness of the Principal Btilligerents” in the Quarterly 
Journal of Ecomnnics, May, 1919. The second was the booklet entitled 
Financial Status of Belligerents, published by the Bankers Trust Company, 
New York, 1920, with an introduction by myself. The third was entity 
Post-War Finance, and Interrtational Fimince in its Post-War Aspects, pub- 
lished by the Bankers Statistics Corporation, New York, in their Weekly 
Service, vok. ii and iii, 1920-21. Cf. also E. L. Bogart, War Costs and 
Their Financing, A Study of the Financing of the War and the After-War 
Problems of Debt and Taxation, New York, 1921. The most valuable docu- 
ment for the earlier period of the war is the report. No. 4133, to the 
French Chamber of Deputies, by M. Louis Marin in 1917. By all odds 
the most complete and valuable studies on the subject are those by Pro- 
fessor Gaston J^ze in the Revue de Science et de Legislation Financier es, 
vols. xiv.-xviii, He has dealt particularly with England, France, Italy, 
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The problems to which it is desired here to call attention are 
as follows. First, what is meant by the cost of war? Secondly, 
in considering actual governmental outlays, is it desirable to 
distinguish between the expenditures during the war and war 
expenditures? And, if the answer be in the affirmative, how are 
the latter facts to be ascertained? Third, from what sources 
were the actual war outlays derived? This introduces the ques- 
tion of taxes versus loans. The facts as to taxation are first to 
be secured. Here it will be seen that there is considerable con- 
fusion as to what is meant by war taxes, and that, just as there 
has been a failure to distinguish between expenditures of the war 
period and war expenditures, so the proper line has not been 
drawn between taxation during the war and war taxation. A 
correct interpretation of the facts will yield some rather unex- 
pected results. The fourth problem is that of the relative 
weight attached by different countries to the various categories 
of taxation in raising the necessary revenues. Finally, we have 
to consider the r61e played by public debts and the relative 
importaru^e attached to long-time and short-period borrowings. 

In order to put the results in the most compact form, a scries 
of tables have been constructed. The figures throughout this 
have been taken from official sources; ^ and the foreign curren- 


and Germany in three seri(« of articles entitled respectively ‘‘Les Finances 
de Guerre/' “Les M^thodea Financierea/’ et ^‘Les Emprunts de Guerre." 
Most of these studies were reproduced in the three volurne^s entitled Les 
finances de gxierre de V Angleterre, \^\^\ Les Finances de guerre de la FrancCy 
1920; ajul Les finarm> de guerre de rilnlie, 1920. 

^ The official sources that have been utilized are as follows: 

Great Britain: The various speeches, as found in Hansard, of the chancel- 
loi-s of the exchequer (Lloyd George, 1914-15; McKenna, 1915-1916; 
Bonar Law, 1917-1918; and Austen Chamberlain, 1919, — the last being 
his speeches of May and June, 1919) and of the Prime Ministers (Asquith 
and Lloyd George); the Annual Finance. Accounts; the Reports of H. M, 
Inland Revenue; and the Return relating to the National Debt from IS? 5 on 
(cd. 8972, 1918). 

France: The annual reports {Rapports g^nSraux) of the Budget Com- 
mission; the Expose des motifs du jrrojet de loi for each of the new revenue 
laws; and the speeches in the Chamber of Deputies of the Ministers of 
Finance (Ribot, 1915-16; Klotz, 1917-19, — the last being the speech of 
May 27, 1919). 

Italy: The reports {Relationi) and speeches of the Ministers of the Treas- 
ury (Carcano, 1916-17; Nitti, 1917-18; Stringher, 1919; Schanzer, 1919, 
— the last being the speech of July, 1919) as well as the studies of Pro- 
fessors Flora, Cabiati and Einaudi. 

Germany: The Reichstag speeches of the Ministers of Finance (Kuhn, 
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cies have been converted into dollars according to a scale which 
represents their actual pre-war coin value. ^ Owing to the depre- 
ciation of the foreign currencies, this naturally gives a somewhat 
exaggerated picture of the existing burdens. 

I. The Expenditures 

The cost of the war may mean several different things. In 
the narrower scaise, it means the actual money outlay, or ex- 
penditure in dollars and cents, directly involved in prosecuting 
the war. In the wider sense it iiududes many items, both direct 
and indirect, which are of significance from the economic point 
of view. The real cost of the war in this sense may mean either 
the actual loss of lives and of property or the diminution of 
the annual social output. The direct loss of property is sus- 
ceptible of fairly accurate measure; the (‘ost due to the loss of 
lives is more difficult t o estimate. Most of the calculations on 
the latter point have been entirely arbitrary. So far as the 
wealth of a country is measured by its social income it may be 
reduced by the actual loss of territory, as in Germany and 
Austria; by the impairment of its natural resources such as coal 
mines and forests, as in France; by the reduction of labor 
power, due to the wounded workmen or the results of starva- 
tion on the civilian population, as in most of the European 
countries; or by the loss of economic efficiency due to a lowering 
of the standard of life or to a change in the attitude toward 
habits of work. The total costs of a war in this sense, al- 
though they are for the most part incalculable, are none the 
less of profound significance. 

In this chapter we shall attempt to deal only with the direct 
money costs. These direct money costs or governmental ex- 
penditures for war include not only the actual outlays for 

1914-15; Helfferich, 1915-16; von Roedem, 1916-18; SchifTer, 1918-19; 
and Erzberger, 1919, — the last being his speech of October, 1919). 

Russia: The reports of the Ministers of Finance, especially Bark, 1914-16; 
Gukovski, 1916-17; and Tereschenko, 1917. 

AiLsiria-Hungary: The reports of the ]3udget Commissions. 

Translation of some of these reports will be found in the Bulletin de 
Statistique, The Economist and UEconomiste Europicn. 

1 1 £ = $4.87. 1 ruble = 51.5 cents. 

1 franc = 19.3 cents. 1 crown = 20.3 cents. 

1 mark = 23.8 cents. 1 £ T = $4.40. 
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military and naval purposes but also the whole range of ex- 
penditures incurred in industrial life to prepare the where- 
witlial for the army and navy; and they also comprise the sums 
devoted to the maintenaiKje of the families of the soldiers. All 
these items are far greater in modern times than they used to 
be. It is a far cry from the meeting of two savage tribes armed 
with bows and arrows or javelins to the modern sixteen-inch 
guns, the dreadnoughts, the aeroplanes, the submarines, the 
poison gas, and the innumeral>le technical adjuncts of modern 
warfare. The consequence is that the money costs of the 
Great War far transcended those of all previous conflicts. 

The attempt to [)resent in figures the cost of the war even in 
this restricted sense meets with several difficulties. In the 
first place, the question arises as to the period when we ought 
to stop. In one sense the war ceased when the armistice was 
declared: in another sense tlu^ war did not actually stop until 
peace was ratificHl. Ikit even when pc'ace was made, the w^ar ex- 
penditures were by no im^ans over. The ])rocess of demobiliza- 
tion was a slow one and in many countries there have been con- 
siderable demobilization bonuses. Moreover, it was necessary 
to continue for some time the policing of the conqiKTed coun- 
tries. Again, we must take account of the compcaisation to 
citizens for war damages; of the expenses of reconstruction; 
and of th(^ loss on exchange of the depreciated currencies. 
Finally comes the question of the pensions to the wounded 
soldiers or to the families of the dead. It will be seen, there- 
fore, how impossil)le it is to state with any accuiacy at the 
present time the costs of the war, while these are still being 
incurred. The best plan has seemed to include in the \var costs 
the period of from six months to a year (according to the dates 
of the expiration of the various budgets) after the final cessa- 
tion of hostilities, i. e., from March to October, 1919. But this 
of course renders the figures only approximate. Furthermore, 
the figures ordinarily given contain many inaccuracies. The 
richer countries made advancers to the poorer countries, and 
these expenditures are sometimes counted twice in the total — 
a procedure legitimate only on the assumption that the loans 
will not be repaid. Again, in a country like the United States, 
which has substituted an insurance system for pimsions, the 
nominal expenditures appear smaller than is really the case, 
because of the receipt of vast insurance premiums which will 
ultimately all be expended again. Finally, the figures make no 
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allowance for the changes in the price level or the alteration 
in the value of money. In a great war like the one just finished,* 
prices always rise; in some countries they have doubled, in some 
they have more than trebled, for reasons which it is needless 
to discuss here. What seems, therefore, to be an increasing 
outlay from year to year may be in reality due, in part at least, 
to this cause. 

After making allowance for these difficulties, we may pro- 
ceed to state some of the facts as to the actual outlays of various 
countries. 

The first point of interest is the average daily expenditure for 
war purposes. In all the belligerent countries it naturally took 
some time for them to get into their stride. This is especially 
true of Great Britain. The figures of the average daily ex- 
penditures, as given by the chancellors of the exchequer, amount 
to almost ton million dollars for the opening months of the 
war and reached the maximum of almost thirty-six millions 
by 1918. These stuixjndous figures, however, are somewhat 
exaggerated, because no distinction is made between ex- 
penditures in the war and expenditures for the war. In order 
to ascertain the real war expenditures in any country, it is 
obvious that we must deduct the amount of ordinary or peace 
expenditures. This it is not always easy to do. In the first 
place, peace expenditures themselves tend to grow from year 
to year. If, therefore, we take as a criterion the ordinary ex- 
penditures for the year preceding the war, this sum ought, ex- 
pecially in a long war, to be somewhat increased from year to 
year. In the second place, the expenditures prior to the wai 
may sometimes include preparations for an impending war and 
should therefore be reduced accordingly. Since, however, it is 
impracticable to make these detailed corrections in every case, 
it will suffice to deduct from the expenditures of each war year 
the amount of the expenditures in the last year of peace, even 
though this tends slightly to exaggerate the real money cost 
of the war. Making these corrections, it appears from Table A 
that the average daily war expenditures in Great Britain grew 
from million dollars during the first eight months of the 
war to 33J4 millions in 1918 and then slowly receded. In 
France the average daily expenditures, as was to be expected, 
were somewhat less, rising from about 83^ million dollars during 
the first three months of war to over 21 millions during 1917, 
the last full year of war. In Germany the daily expenditures 
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were approximately the same as in Great Britain, rising from 
•about 13 million dollars in the first nine months of the war to 
about 34}4 millions during the last half of 1918. In the case 
of both Germany, and France, however, it is not known whether 
the figures comprise the total expenditures or only the purely 
war expenditures. In the former event, the daily expenditures 
of Germany would be a little less than those of Great Britain; 
in the latter, they would be a little more. In Italy and Austria, 
the daily expenditures were naturally smaller, amounting as a 
maximum to lOJ-^ and 20 millions respectively. In Russia the 
daily expenditures rose in 1916 to 21 millions, and in 1917, just 
prior to the October revolution, nominally to 47 millions. 
Owing to the great depreciation of the ruble, however, the 
actual expenditures were much less. The salient facts are 
given in Table A. 


Table A. — Average Daily War Expenditures 


(In millions) 


Great Britain 




Average daily 

Average daily 



total ex^Kiiiditures 

war expenditures ^ 




£ 

$ 

£ 

$ 

Aug. 

4, 1914— Mar. 30, 1915 


2.05 

9.98 

1.98 

9.46 

Apr. 

1, 1915— 1916 

1916— 1917 


4.27 

20.79 

3.73 

18.16 

t( 


6.02 

29.33 

5.48 

26.69 

it 

1917— 1918 

1918— Nov. 9, 1918 

7.441 

7.39 

1 

35.97 

6.85 

33.36 


(Armistice) 

1 

I 

7.07 

34.43 

6.52 

31.75 

Nov. 10, 1918 -Mar. 30, 1919 | 

6.47 J 

1 





France 




Average monthly 

Average daily 



war expenditures 

war expenditures 



1 

$ 

/r. 

$ 

Aug. 3- 

-Dec. 31, 1914 

1,318 

254 

! 439.6 

8.5 

Jan. 1— 

-Dec. 31, 1915 

1 1,900 

367 

633.3 

12.2 

t( 

- 1916 

2,743 

529 

914.3 

17.6 



- ‘‘ 1917 

3,360 

648 

1,120.0 

32.4 


1 Arrived at by deducting the expenditures for the year 1913-- 1914 (£l97 
millions) from the total expenditures. 
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Germany 




Average monthly 

Average daily 



war expenditures 

war expenditures 



Mk. 

$ 

Mk. 

$ 

Aug. 

1, 1914—June 30, 1915 

1,675 

398.6 

55.8 

13.3 

July 

(i 

1, 1915— “ 191() 

2,008 

461.8 

66.9 

15.9 

1916— “ 1917 

2,867 

082.2 

95.6 

22.7 

i( 

1917— “ 1918 

3,908 

930.1 

130.3 

31. 

U 

1918— Dec. 31, 1918 

4,358 

1,037.2 

145.2 

34.5 


Italy 





Annual expenditure.s ^ 

Average daily 






expenditures 




li 

$ 

$ 

July 

H 

1, 1915- 

-June 30, 1916 

1 3,351 

1,612 

4.4 

1916- 

1917 

i 14,132 

2,727 

7.5 

ii 

1917- 

1918 

j 19,734 

3,808 

10.4 

it 

1918- 

-Oct. 31, 1918 

1 9,726 

1,977 

6.5 


Russia 





1 

Annual 

war 

Av(Tage daily 





expendit 

ures 

war expenditures 





ru. 

$ 

S 

Aug. 

1, 1914— Deo. 

31, 

1914 

1,703 

H77 

5.8 

Jan. 

1, - ; 

‘ 

1915 

9,194 

4,735 

12.9 

u 


‘ 

1916 

15,372 

7,916 

21.6 

n 

—Oct. 

30, 

1917 

25,231 

12,993 

47.0 


A USTHI A-II UN ( i ARY 





1 Annual 

war 

Average daily 




expenditures 

war expenditures 




Kr. 

$ 

$ 

July 28, 

1914 — June 30, 

1915 

10,70() 

2,714 

6.4 

July 1, 

1915— 

1916 

15,726 

3,192 

8.7 

({ 

1916- 

1917 

18,788 

3,812 

10.4 

H 

1917— 

1918 

22,170 

4,500 

12.3 


When the United States entered the war, the scale of opera- 
tions became so gigantic that the daily war expenditures soon 
far exceeded those of any other belligerent. In the second 
month of the war the average daily expenditures for war pur- 
poses reached 15 million dollars, and a little over a year later 

1 Not including payraents abroad. 

2 The figures for Hungary are not available; but as the total expendi- 
tures of Hungary" during the four years were about one- third of those of 
Austria, it is safe to add that proportion to the Austrian expenditures in 
order to ascertain the average daily war expenditures of Austria-Hungary, 
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they had risen to almost 50 millions. By the end of 1918, as 
appears from Table B on the following page, the daily average 
war expenditures attained the staggering sum of 64^ million 
dollars, almost double those of Great Britain and far exceeding 
those of any other belligerent. 

We come next to the total cost of the war. In attempting to 
present the comparative statistics on this point, we must be 
mindful of the difficulties adverted to above. The figures are 
not quite accurate and cannot be made entirely accurate for 
several reasons. In the first place, the last date in the official 
return differs from country to country. The dates are, however, 
all subsequent to the armistice, with the exception of Russia, 
where we have no trustworthy figures after the October revo- 
lution in 1917. In the second place, we do not know, except 
in the case of the United Stab^s and Great Britain, whether the 
figures comprise the total expenditures or only the purely war 
expenditures. Even in the case of the United States the official 
figures are not quite accurate, as will be seen below. ^ More- 
over, in the case of Japan as well as some of the minor belliger- 
ents, no figures are included because the war expenditures were 
either virtually non-existent or of an exceedingly insignificant 
amount. 

Making allowance for these points, it will be seen from Table C 
that the total war expenditures amount to about 232 billion dol- 
lars. From this sum, however, must be deducted the amounts 
counted twice, because advanced to their allies by the United 
States, Great Britain, France and Germany, aggregating a 
little over 21 billions. This would bring the actual net war 
expenses to over 210 billion dollars.^ Inasmuch, however, as 
most of the countries will continue, for some little time in the 
future, to have expenditures attributable to the war, it is 
probable that the total war expenditures will, by the end 
of 1920, amount to over 236 billions, or, deducting the advances 
to allies, to a little less than 215 billions. This may be accepted 
as a fairly accurate statement of the real money cost of the war.^ 

^ Infra^ p. 763, note to Table H. 

* For France we have taken the total five-year expenditures as stated by 
Minister Klotz in 1919 (192 billion francs) and have deducted 23 billions, 
as representing the peace expenditures for the four and a half year period, 
thus leaving a remainder of 169 billion francs or 313^ biUion dollars. , 

* These figures are considerably larger than those given by Ayres and 
other writers. But none of these authors uses the later, and much aug- 
mented, official figures for France, Italy, and especially Germany. 
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Table B. — Expenditures op the United States 
(In millions) 


Period 

Monthly expendi- 
tures exclusive of 
the principal of 
the puf)lic del>t 
ana of postal 
expenditures 

Monthly 

war 

expenditures^ 

Average 
daily war 
expenditures 

1917: Apr. 6-30 

$279 

$219 

$ 8.0 

May 

527 

467 

15.0 

June 

410 

350 

11.7 

Total, Apr. 6-June 30 

$ 1,216 

$ 1,156 


July 

662 

602 

19.4 

August 

757 

697 

22.5 

September 

746 ! 

686 

22.9 

October 

944 

884 

29.5 

November 

986 

926 

30.9 

December 

1,105 

1,045 

33.7 

1918: January 

1,090 

1,030 

33.2 

February 

1,012 

952 

34.0 

March 

1,156 

1,096 

35.9 

AprO 

1,215 

1,155 

38.5 

May 

1,508 

1,448 

46.7 

June 

1,512 

1,452 

48.4 

Total, fiscal year 1918 

$12,697 

$11,977 


1918: July 

1,608 

1,548 

49.9 

August 

1,805 

1,745 

56.8 

September 

1,557 

1,497 

49.9 

October 

1,665 

1,605 

51.8 

November 

1,935 

1,875 

62.5 

December 

2,061 

2,001 

64.5 

1919: January 

1,962 

1,902 

61.4 

February 

1,189 

1,129 

40.0 

March 

1,379 

1,319 

42.5 

April 

1,429 

1,369 

45.6 

May 

1,112 

1,052 

33.9 

June 

809 

749 

24.9 

Total, fiscal year 1919 

$18,505 

$17,785 


Total, Apr. 6, 1917- 




June 30, 1919 

$32,428 

$30,918 



^ Obtained by deducting one-twelfth of the annual (peace) expenditures 
for 1915-1916 exclusive of postal expenditures: i. e., one-twelfth of $1,008 — 
287 millions = 60 millions. Secretary Glass in his Letter of July 9, 1919, 
to the Chairman of the Committee on Ways and Means excludes postal ex- 
penditures in the first column, but fails to exclude them when making the 
deduction for peace expenditures. He consequently arrives at the figure 
of $30,177 millions as the cost of the war. The total of $30,918 millions 
given above does not, however, represent accurately the war expenditures, 
as the figures are based on the provisional daily treasury statements used 
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The figures, it must be remembered, cover the cost of the 
war up to a period from six to twelve months after the conclu- 
sion of hostilities. In many countries, however, large expenses 
directly connected with the winding up of the war continued, 
and in any final statement the prodigious figures of the cost of 
reconstruction and reparation would have to be adtiod. These 
will without much doubt ultimately well-nigh double the above 
estimate. 

Table C. — Total War Expenditures 
(In millions) 


CJrpiit Britain Auk. 4. lOH-Mar. ;n. 11)19 £8, 901 $41,887 

Australia “ “ “ - “ “ “ 291 1,4()1 

New Zealand 4. 

Canada -Auk. “ “ l,/)45 

South Afrira “ “ “ -Mar. “ “ 248 

India 4. .4 44 

Britisli Empire $46,085 

Franeo Auk. 3, 1914 -Mar. .81, 1910 fr. 169,000 32.617 

Russia Auk. 1. 1914 Oet. 31, 1917 ru. 51, .500 26. .522 

Italy May 23, 1015-May “ 1919 li. Hl.OlOi 15,636 

BelKium Auk. 2, 1914~Oct. “ 1918 fr. 5,900 1,387 

Rumania “27, 1916- “ “ “ 907 

Siirbia .July 28, 1914- “ “ “ 6,35 

United States April 5, 1917-June 30, 1919 32,261 

Entent<‘ Powers, 156,0.50 

Ciermanv . . . . Auk. 1, 1914-Oet. 31, 1919 mk. 204,268 48,616 * 

AuHlria-lluriKarv lulv 28, “ -July “ “ kr. 119,504 24,858 * 

Turkey Nov. 3, “ -Oct. “ 1918 1,802 

Bulgaria Oct. 4, 191.5- “ “ “ 732 

Central Powers 76,008 

Total $2,32,058 

Loan.s to Allic.s 

Creat Brit.ain £1,7.39 $8,467 

France fr.6.700 1,293 

Gorirmny . . ... ink. 9, ,500 2,261 

Unit(‘<l State.H . 9,102 

Total 21.123 

Total net war exiMmditures $210,935 


IJ. The Revenues 

The question now arises as to the steps taken l>y the various 
countries to meet these stupendous outlays. Of the older ex- 
pediimts, such as war treasures or the sale of public property, 
there was naturally no question. In Gemiany alone was there 

by Secretary Gla.s8. The coiTect total, arrived at in another way, will be 
found in Table H below. But the above figures are the only ones available 
for calculating the monthly and daily expenditures. 

1 The total expenditures were li. 91,016 millions. Deducting 10,00i) 
millions for four years of peace expenditures leaves 81.016. 

2 Obtained by adding to the war debt as found in Table R approximately 
6 billion marks of war expenditures paid out of revenue. 

® Obtained by using the figures of war debt as found in Table R. 
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a war treasure. But, as even this was so small as to be well- 
nigh negligible, it follows that the only two available resources 
were taxation and borrowing. 

When we compare these two expedients we are struck not 
only by the great difference in the theories of war finance fol- 
lowed by the various countries, but also by the diversity in the 
economic conditions which largely influenced the choice. In 
general, it may be said that all countries were compelled to 
rely to an overwhelming extent on public loans, but that Great 
Britain and the United States raised a greater share by taxation 
than did other countries. Italy, for instance, was able to secure 
by new taxation only just about enough to pay the interest 
on the war loans; Germany accomplished this only in part; 
while France was not in a position to defray any of her war 
expenses from taxation. The same is true of the other belliger- 
ents, with the exception of some of the British colonies. 

Proceeding to consider this matter in detail, we shall first at- 
tempt to set forth the facts as to war taxation. 

Great Britain, as the wealthiest of the belligerents, adopted at 
the outbreak of war the praiseworthy method of endeavoring 
to raise as much as possible from taxation. From year to year, 
as the expenses mounted up, continually more demands were 
made upon the taxpayer. The war expenditures were, however, 
so prodigious that it soon turned out to be impracticable to 
obtain more than a c‘omparatively small proportion of the 
total outlay from taxation. The figures ordinarily advanced 
to illustrate this point do not, however, give a true picture of 
the situation. The statements made by the various chancellors 
of the exchequer, and repeated by all commentators, are based 
on the proportion that total taxes bear to total expenditures. 
This method of calculation, as will be seen from Table D, shows 
that almost a quarter of the total expenditures or, to be more 
exact, 24.9 per cent, was derived from taxes. These figures, 
however, involve a double error. In the first place, the really 
significant problem is to ascertain the war expenditures, not 
simply the total expenditures. War expenditures can best 
be obtained, as we have seen, by deducting from the total annual 
expenditures the expenditures for the last full year of peace. 
In the second place, what is significant is not the total yield of 
all taxes, but the proceeds of war taxes, that is, the proceeds 
of the additional taxes raised during the war. These again 
can be obtained by deducting from the total tax revenue the 
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yield of the taxes during the last full year of peace. If then we 
endeavor to ascertain how much of the war expenditures were 
met by war taxes — and this is really the important problem — 
we find that, immense as were the burdens resting upon the 
British taxpayer, the percentage of war expenditures raised 
by war taxes was much smaller than is usually stated. As a 
matter of fact, as appears from Table D, m the first year of war 
only a little over 7 per cent of the total war expenditures were 
raised from war taxes. With every suc^ceeding year, indeed, 
the percentage increased until in the last y(rar of war, 1918-1919, 
slightly over one-quarter of the war expenditures were met 
from war taxes. For the entire five years, however, the pro- 
portion of war tax(\s to war expenditures was about 17 per cent. 
In other words, only a little more than one-sixth of the war 
expenditures in Great Britain was derived from war taxes. 
Even if we excludes from the war expenditures the sums ad- 
vanced to the Allies --and the Cdiancellor of the Ex(;hcquer, 
Mr. Chamberlain, thinks it safe to allow for only half of this 
amount — the proportion would be a little over 21 per cent or 
slightly more than one-fifth. Thes(‘ figures ai’e much less than 
is ordinarily stated. But even this proportion of revenue de- 
rived from taxation was sufficient to maintain tluj credit of 
Great Britain. 

In the other belligerent countries, the showing was by no 
means so good. France struggled under a double difficulty. 
In the first place, France was invadtKl at the outset- of the war; 
and the territory occupied, although relatively small in extent, 
represented the richest and the most industrially developed 
part of the country. This opc^rated largely to reduce the or- 
dinary revenue. In the second place, the resultant economic 
confusion, as well as the general political situation, rendered 
it difficult to impose any new taxes at all. The consequence, 
as will be seen from Table E, was that for the first three years 
of the war the tax revenues of France were actually smaller 
than before the war and that as a result they did not suffice 
even to defray the ordinary peace expenditures, not to speak 
of making any contribution to war expenditures. 

After a while, indeed, France found it possible to levy some 
war taxes; but, as appears from Table E, these were exceedingly 
slight compared with what had been accomplished in Great 
Britain. The consequence is that the new war taxes of France 
were only just about sufficient to make up the deficit in the 
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Table D. — War Expenditures op Great Britain 
(In millions sterling) 



Year ending March 30 

Total for 


1915 

191() 

1917 

1918 

1919 

the five 
years 
19i5-1919 


£ 

£ 

£ 

£ 

£ 

£ 

Total expenditures 

5()0 

1,559 

2,198 

2,696 

2,579 

9,592 

War expenditures * 

357 

1,362 

2,(K)1 

2,499 

2,382 

8,601 

1,739 

Loans to Allies and Domin- 
ions 

Revenues other than loans. , . 

227 

337 1 

573 

707' 

889 

2,733 

Tax revenues 

189 

290 

514 

613 

784 

2,390 

War tax revenues ^ 

26 

127 1 

351 

450 i 

621 

1,475 

Proportion of total expendi- 
tures from non-loan rev- 

P. c. 

P. c. 

P. c. 

P. c. 

P. c. 

P. c. 

enues 

Proportion of total expendi- 

40.5 

21.6 

25.1 

26.2 

34.1 

28.1 

tures from taxes 

Proportion of war expendi- 

33.7 

18.6 

22.4 

22.7 

30.4 

24.9 

tures from war taxes 

Proportion of net war exptaidi- 
tures (less loans to Allies 
and Dominions) from war 
taxes 

7.3 

9.3 

17.5 

18.0 

I 

26.0 

17.1 

21.2 


Table E. — Revenues of France ^ 
(In million francs) 



1913 1 

1914 

1915 

1916 

1917 

1918 

Direct taxc‘S 

634 

611 

547 

550 

730 

696 

War-profits tax 


. . . i 



209 

578 

Tax on scamrities 

138 

153 

i57 

isi 

242 

253 

Stamp taxes 

1,086 

815 

610 

685 

896 

1,143 

Indirect taxes 

903 

763 

730 

713 

1,018 

1,138 

Customs duties 

754 

579 

764 

1,400 

1,511 

1,186 

T ax on sales 




112 

Monopolies 

Public domain and mis- 

1,035 

942 

1 

853 

950 

l,il6 

1,158 

cellaneous 

539 

333 

469 

453 

464 

527 

Total 

5,089 

, 4,196 

1 4,130 

j 4,932 

6,186 

6,791 


^ Obtained by deducting from the total expenditures each year the peace 
expenditures for 1914, amounting to 197 millions. 

2 Obtained by deducting from the tax revenues the 1914 tax revenue, 
amounting to 163 millions. 

^ These final figures are arranged from the tables in Bulletin de Statistique, 
V. 89 (1921), p. 625 and v. 91 (1922), p. 849. 
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ordinary peace budget — a deficit caused chiefly by the devas- 
tation of the occupied territory. In France, therefore, we may 
conclude that no part of the war expenditures was met by war 
taxes. A share of the responsibility for this fact must, however, 
be laid at the doors of the government, which disclosed an un- 
warrantable timidity in levying taxes. The natural results of 
the adoption of the loan policy in the fiscal conduct of the war 
arc seen in the exaggerated rise of prices, the depreciation of 
the franc, and the serious condition of finances in France to-day. 

In Italy the situation was a little better. Italy had not been 
invaded, and its financial situation was not so desperate as that 
of France. Moreover, Italy entered the war somewhat later 
and was not compelled to endure the strain for so long a time. 
Italy consequently proceeded as soon as possible to levy new 
war taxes; but, as she had always been relatively overtaxed as 
compared with Great Britain, it was not feasible to do as much. 
As a result, tht^ war taxes levu'd by Italy were just about 
sufficient to pay the interest on the war loans. While Italy, 
therefore, did better than France, she also was not able to 
defray any of the war expenditures proper out of war taxation. 

The condition of Russia soon became worse than that of 
France and Italy; and even before the October revolution in 
1917 Russia was able to put very little reliance upon revenue 
from war taxation. 

Among the Central Powers the situation was much the saiiu', 
but for a different reason. Germany at the outset of the war, 
had so confidently counted upon victory, with resultant huge 
indemnities, that it resolv(Ml to follow the loan polic}", at all 
events so far as the imperial government was concerned. 
For it must be remembered, that in Germany a not insignificant 
part of the war expenses was met by the separate states; and 
in the states a considerable increase of taxation was provided 
for at once. As the war proceeded, however, and the hopes of 
a speedy and complete victory gradually faded away, Germany 
began to change her policy and now decided, especially from 
1916 on, to impose more and more taxes. The result was that 
by the end of the war, Germany had done a little better than 
France although a little less well than Italy. The figures for 
the chief continental belligerents are given in Table F. 

If the later figures as presented by Minister Erzberger are 
used, the showing is not appreciably more favorable. According 
to these figures, of the total war expenditures to October, 1919, 
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of about 204 billion marks, about 5 billions were derived from 
other sources than loans. 


Table F. — Revenues and Expenditures: France, Italy, Germany 

(In millions) 

France 

Expenditures Income 

Jf- fr. 

Aug. 1, 1914-Mar. 31, 1019 174,500 Loans 159,400 

Advances to Allies 6,700 Other revenues . . 22,500 


LSI, 200 181,900 

Foreign de})ts and other minor items . 11,000 


Total 192, 2{X) 

Annual revenues before the war 5,000 

Total peace revenues during the war period 24,000 

Hence the t otal non-loan revenues during the war did not quit/C eipial the 
peace revenues calculated on the pre-war basis. 


Italy 


Expenditure.s Income 

H. 

May, 1915-Junc 30, 1918 87,516 Loans 

Still due 3,5(X) Other revenues. . 


li. 

64,132 

26,034 


Total 91,016 Total 90,166 

Annual f)eaco revenues 2,687 

Total peace revenues during the war period 13,435 

Deducting 13,435 from 26,034 leave.s as war revenue 12,599 

Hence the war revenues barely sufficed to pay the interest on the war 
loans. 

Germany 

ExfKmditurcs Income 

nik. mk. 

Aug. 1, 1914-Dec. 31, 1918 170,300 Loans 153,000 

Other revenues. . 17,000 


Total 170,000 

Annual peace revenues (1913) 3,200 

Total peace revenues for V/i years of war 14,400 

Deducting 14,4(X) from 17,000 leaves iis war revenue 2,6(K) 

The war revenues thus did not suffice to pay the interest on the war 
loans. 


We come, finally, to the experience of the United States. 
When the United States entered the war, it was confronted by 
the two rival theories of public finance. (3ne was to the effect 
that the war expenses should be defrayed entirely by loans, as 
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had been the case in the early years of the Civil War and which 
was true, as we have just seen, of many of the belligerents during 
this war. The other theory, advanced especially in the famous 
Minnesota memorandum,^ was that the war expenditures ought 
to be defrayed entirely out of war taxes. This theory was 
equally as extreme and as perilous as the loan theory and 
labored under the additional disadvantage of being impossible 
of achievement. The President went so far as to proclaim the 
fifty-fifty per cent theory, namely that one-half of the war ex- 
penditures ought to be defrayed from war taxation. But 
even this turned out, as was to have been expected and as was 
pointed out by the present writer among others, to be far 
more than was possible. 

The prodigious profits made during the opening years of the 
European war and the resulting prosperity throughout the 
country enabled Congress to levy taxes far higher than had 
ever before beem attempted in our history. Even with an im- 
mense addition to taxation, however, the proportion derived 
from war taxes was relatively small, and in fact considerably 
smaller than is ordinarily stated. Here, again, we must ob- 
serve the same caution as in the cas(i of the British figures. 
We must not compare the total expenditures of the war period 
with the total taxes of the war period, but war expenditures 
with war taxes — which is something very different. In Tables 
G and H an attempt is made, on the basis of certain official 
figures, to arrive at correct results. The explanation of the 
methods of calculation is found in the notes appended to the 
tables; and the reasons for the difference between the results 
here given and the statements of the secretaries of the treasury 
are presented in the general note below. ^ 

^ The Minnesota memorandum, signed by a number of economists, was 
so called because it was drafted by some of the instructors at the University 
of Minnesota. 

* The figures, unless otherwise stated, are taken from the annual Reports of 
the Secretary of the Treasury on the Finances for 1918 and 1919. A pre- 
liminary estimate will be found in Secretary Glass^ Letter of July 9^ 1919^ 
to the Chairman of the Committee of Ways and Means, which served as 
the basis of the (slightly different) conclusions arrived at by the present 
writer in the original article from which this chapter is reprinted, 

The figures as presented in the tables, do not, however, always agree 
with the official statements. In the first place it is difficult to know what 
are the official figures, as they frequently differ among themselves. For 
instance, the figures found in the tables of the Annual Report for 1918, 
pages 4^ et seg, (hereinafter called A), do not tally with those in the text 
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As a result of the calculations found in Tables G and H it ap- 
pears that during the first quarter year of war, ending June 
30, 1917, the proportion of war expenditures derived from war 
taxes was less than one-third or, more exactly, 30 per cent. If 
we exclude from the expenditures the loans to the Allies, on 
the problematical assumption that they will all be repaid some 
day, the showing in the first three months is, of course, much 
better, as two-thirds of the expenditures of that period consisted 
of such loans. However, as soon as we struck our full gait, the 
situation was far less satisfactory. During the year 1917-1918 
the proportion of war expenditures derived from war taxes was 

of Secretary McAdoo’s comments in the Annual Report, paRC'S 3-5 (here- 
inafter called B), nor with the fig:ures of Secretary Glass in his Letter of 
July 9 (h('reinaft.er called C). In some cases the discrepanci(‘s are serious. 

Thus in A Ihe r(‘ceipts for 1017 are givtm (including postal receipts of 
330 millions) as 3,845 millions; in B, as 3,552 (excluding postal). For 1918 
again, the receipts are given in A as 21,490 millions (including ])ostal rc'- 
ceipts of 344 millions); in B, as 21,155 millions (excluding postal). In A 
the disbursements for 1917 are given as 3,046 millions (including postal 
disbursements of 320 millions) ; in B, as 2,704 (excluding postal). For 1918 
the respective discrepancies are: A, 21,813; B, 20,903. Even in minor 
tletails there are no agreements. Thus public debt receipts ar(‘ given for 
1917 in A as 2,391 millions; in B, as 2,428 millions. For 1918 the figures 
are resp{*ctively : A, 16,965; B, 16,975. Public debt disbursements are 
given for 1917 in A as 637; in B, as 678 millions. For 1918 they are given 
in A as 7,685; in B, as 7,707 millions. If there is any significance in the fact 
that A gives tables of “Receipts and Disbursements” while B gives tables 
of “Receipts and Expenditures,” it is not apparent from the report itself. 
Similar discrepancies are found in Secretary Glass’ Annual Report for 1919. 

The discrepancies between A and C are more glaring. But as Secretary 
Glass was able to present only preliminary’ figures for the respective periods, 
on the basis of the daily treasury statements, these discrepancies may be 
overlooked. 

In the second place, considerable confusion results from the absurd 
system still followed in the United States, whereby postal revenues and 
expenditures go through the post office accounts and only the surplus or 
deficiency passes through the treasury accounts. Several years ago the 
present writer succeeded in inducing the Treasury Department to bring 
about a change to this extent that the annual treasury statements are now 
made up in both ways, mz., as revenues and expenditures inclusive and 
exclusive of postal revenues and expenditures respectively. Yet these 
differences are often overlooked. For instance, when Secretary Glass 
discusses in his Letter of July 9, 1919 j the cost of the war, he employs the 
daily treasury statements which do not include the postal figures. As a 
consequence, his statement of total revenues and expenditures are quite 
different from those of Secretary McAdoo in the latter’s discussion of the 
cost of the war. 

In the third place, neither Secretary McAdoo nor Secretary Glass, in cal- 
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less than a quarter or, more exactly, only 24.8 per cent; and even 
it‘ we again exclude loans to Allies, which now constituted about 
one-third of the whole, only 39 per cent of the expenditures were 
derived from war taxtvs. In the final year of the war the showing 
was still less favorable, the figures being respectively 18.6 per 
cent and 23 per cent, c., a little less than ono-fifth or one- 
fourth respectively. P^'or the entire period of our participation 
in the war it appears that only slightly over one-fifth (or exactly 
21.59 per cent) of the war expenditures were paid out of war 
taxes. And if the loans to Allies are again excluded, the pro- 
portion is still under one-third or, more exactly, 30.32 per cent. 

eulating the proportion borne by loans and taxes in meeting the war cx- 
ptaises, attempts to ascertain the really signifi(;ant fact — mz., tlu' proportion 
of war expenditures met from war tax(‘.s. None of the official figures are 
of any hdp hcire. 

The present writer has therefore becm compelled to make his own cal- 
culation. Whenever possible, the figures have been taken from the 
statoTiients in the detailed tables published in Xha Anfiunl Report of the 
Secretary of the Treasury, The combinations, however, as found in this 
chapter are not j^n^sented anywhere in the official statements. 

Som(‘ of the results reached in this chapter which differ materially from 
the official statements, are as follows: 

The total cost of the war to June 30, 1919, is given by Secretary Glass as 
$30,117 millions, whereas the more accurate comjmtat ion results in a total 
cost of $32,094 millions. Secretary Glass’s figures involve a double 
(‘iTor. In the first i)lace, they are bascjd on the f)reiiminary daily treasury 
statem(;nts which are confessedly not final; and, as (‘xplaiiK'd in the note 
to Table B (p. 704, supra), ho fails to allow for postal expenditures, In the 
annual Report for 1919 Secretary Glass gives his revised figures of the 
cost as $32,830 millions. He reaches this result by taking the peace ex- 
penditures at a round sum. Again, Secretary McAdoo states that in 1917 
55 per cent of the expenditures were ))aid from revenue receipts, and in 
1918 31.0 per cent; whereas the correct figures are 00.4 per cent and 33.8 
per cent respectively, and the really significant figures (the proportion of 
war expenditures fn)m war taxes) are 30 and 24.8 per cent re8i)ectiv{‘ly. 
In the annual Report for 1919 Secretary Glass states on p. 25 that “nearly 
32% ” of the disbursements during the war period April 0, 1917, to Oct, 31, 

1919, was “met out of tax receipts and other revenues than borrowed 
money.” This does not differ much from our figures of 31.10%. But the 
Secretary says nothing about the really important point — the relation 
between war expenditures and war taxes. On the other hand, in the Re- 
port for 1920 where Secretary Houston continues the figures to June 30, 

1920, he estimates the total cost of the war to that date at $33,455 mil- 
lions, and figures, on the basis of some rather dubious calculations, that 
war taxes supplied 32% of the war expenditures. Apart from all other 
objections, it is obviously entirely misleading to continue the figures dur- 
ing the fiscal year 1920 when the war taxes remained almost unabated, but 
when the so-called war expenses were only those of the aftermath of the war. 
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Table G. — Receipts and Disbursements of the United States^ 

1915-^1919 


(In millions) 


Receipts 

Year ending June 30 

1915 

1916 

1917 

1918 

1919 

Customs 

$ 211 

$ 213 

$ 226 

$ 183 

$ 183 

Internal revenue 

416 

513 

809 

3,69fi 

3,840 

Miscellaneous 

71 

52 

81 

293 

624 

Total ordinary receipts . 

698 

780 

1,119 

4,174 

4,648 

Panama canal 



6 

6 

7 

Excess of deposits to retire 






national banknotes. . . . 

4 

32 




Postal receipts 

287 

312 

330 

344 

365 

Total (exclusive of princi- 






pal of public debt). . . . 

989 

1,126 

1,455 

4,795 

5,020 

Public debt receipts 

1 

2 

2,391 

16,695 

29,053 

Total 

990 

1,128 

3,845 

21,490 

34,073 







Disbursements 





[ 

Ordinarv (exclusive of 




* 


postal) 

$ 725 

$ 719 

$2,067 

$13,769 

$18,939 

Including loans to Allies . . 



(885) 

(4,738 

(3,793) 

Panama 

29 

’ ‘i8 

19 

21 

12 

Postal 

294 

312 

320 

327 

363 

Excess of national bank- 






notes retired over de- 






posits 



3 

11 

1 

Total (exclusive of princi- 






pal of public debt) 

i,ai8 

1,048 

2,409 

14,127 

19,302 

Public debt disbursements 

0.05 

0.04 

637 

7,686 

15,814 

Total 

$1,048 

$1,048 

$3,046 

$21,813 

$35,130 


These figures disclose two significant facts. In the first 
place, the relative revenue derived from war taxes became 
smaller, instead of larger, as the war proceeded. This unusual 
and unexpected result is, of course, due to the stupendous 
growth of war expenditures which rapidly overtook even the 
largely increased revenues from war taxes. It was impossible, 
even by stretching the tax revenues to the utmost, to begin to 
keep pace with the huge growth in the war outlays. In the 
second place, we are struck by the great disparity between the 
actual facts and the fifty-fifty per cent program originally 
suggested by Secretary McAdoo and adopted in the recom- 
mendation of President Wilson — not to speak of the one hundred 
per cent program of the Minnesota memorialists. 
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Table H. — Receipts and Expenditures op the United States, April 5, 
1917-June 30, 1919 

(In millions) 



1917 

1918 ■ 

1919 

Total for 
period Apr. 5, 
1917-.June 30, 
1919 

Total disbursements ^ 

$3 O il) 

.$21,813 

$.35,130 

$.59,989 ^ 

Total expenditures, exclusive of jirin- 


cipal of the public; debt ^ 

2,409 

14,127 

19,.302 

.35,838 s 

War expenditures ^ 

1,31)1 

13,079 

1 18,2.54 

32,694 

Loans to Allies ^ 

War expend! lures exclusive of loans 

8S5 

j 

4,738 

3,793 

9,416 

to Allies 

471) 

8,341 

14,461 

23,278 

Revenue exclusive of public debt ‘ . 

1,45.5 

4,795 

5,020 

11,270 

Tax revenues ^ 

1,035 

3,879 

4,023 

8,937 

War tax revenues * 

Proportion of total expenditures from 

109 
l\ c. 

.3,253 
P. c. 

3,397 
I\ c. 

7,0.59 

P. c. 

non-loan revenues 

Proportion of total expenditures from 

1)0.4 

.33.8 

26.01) 

31.16 

taxes 

Proportion of war expenditures from 

42.9 

27.4 

20.83 

24.91 

war taxes 

Proportion of war expenditures exclu- 

.30. 

i 21.8 

18.61 

21. 59 

sive of loans to Allies from war taxes 

85.7 

39. 

23.62 

30.32 


III. Tfu> War Taxes 

The next point of interest is the character of the war taxes im- 
posed by the various countries. Here again w(' notice great 
variations. Although the policy of taking a substantial share 
of war profits by taxation was almost everywhere adopted as 
a matter of principle, it was applied very differently in various 
countries. As a matter of fact, in almost all of th(‘ continental 
countries, about as much additional revenue was raised from 
indirect as from direct taxation. Indeed, in France consider- 
ably more revenue was designed to be raised from indirect 
taxes, including taxes on consumption, than from direct taxa- 
tion or taxes on wealth. The respective figures, as appears 
f;:om Table I, are about 60 per cent for indirect and 40 per cent 

^ From Table G . 

* Obtained by deducting from total expenditures the (peace) expendi- 
tures of 1915 ($1,048). 

* Obtained by adding the customs and the internal revenue. 

^Obtained by deducting from the tax revenues for 1915 (020 millions). 

* Total for the three fiscal years 1917, 1918, 1919. 
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for direct taxes. In actual result, the increase due to indirect 
taxation was not so great as had been expected, due partly 
to the fact that the war-profits tax yielded much more than had 
been anticipated (907 million francs instead of 540 millions), 
but above all because the tax on sales produced in the first 
year far less than had been hoped for (210 instead of 800 mil- 
lion francs). As a consequence, the proportions derived from 
direct and indirect taxes were actually just the reverse of those 
mentioned above, namely, about 60 per cent from direct and 
about 40 per cent from indirect taxes. 


Table I. — Revenue Expected prom Increased Taxes in France, 

1914-1918 

(In million francs) 


Direct 

Indirect 

War-profits tax. . . . 

. 540 

Alcoholic; drinks 

75 

Military war tax. . . 

12.5 

Non-alcoholic drinks, 

. 85 

Income tax 

. 250 

Druggists specialties . 

12 

“Assimilated taxes" 

24 

Sugar 

90 

Inheritanc^e tax. . . . 

. 148 

Colonial produ(;ts . . . 

70 

Intangibles 

38 

Tobacco 

80 

Land tax 

30 

Postage 

58.5 



Theatres 

10 



Sales 

800 . 


1,042.5 


1,280.5 

Additions of June, 1918: 

Additions of June, 1918: 

Income tax | 


Stamp taxes 

76 

Inheritance tax J 

ou 

Other indirect taxes 333 


1,098.5 


1,689.5 


or 39.3 per cent 


or 60.7 per cent 


In Italy, where the new war taxes were imposed at once in 
1915, it was expected that the war-profits tax (at the rate of 
from 8 to 20 per cent) would yield about 55 million lire, and the 
augmented taxes on incomes and business about 220 millions, 
or a total of 275 millions from direct taxes compared with an 
estimated revenue of 110 millions from various increases in 
indirect taxes. 

In 1916, however, while the rate of the war-profits tax was 
increased so as to vary from 20 to 60 per cent and that of the 
income tax to about 16 per cent, the stamp taxes were raised 
and the number of state monopolies was increased. The same 
policy was followed during the next year so that by the end 
of the war, in addition to the old government monopolies on 
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tobacco, salt, matches, lotteries, and cards, we now find mo- 
no[)olies on coffee, paraffine, and mineral oils, quinine, and 
various minor objects. The result was that in 1918 just about 
as miKih additional revenue was derived from the new indirect 
taxes as from the new direct taxes. The exact figures are as 
follows: the direct taxes, technically so called, yielded 1,500 
million lire and the business taxes 560 millions, or a total of 
2,060 millions. On the other hand, the increased revenue from 
monopolies amounted to 1,060 millions and that from the new 
consumption taxes 950 millions, or a total of 2,010 millions. 
In Italy, therefore, the balance was kept just about even be- 
tween the two great categories of taxation. 

In Germany when the government finally decided to resort to 
taxation in 1915, no effort was made to impose any new taxes on 
incomes or inheritances. For the feeling was still very strong 
that income and property taxes ought to be left to the separate 
states, which had in the meantime considerably increased their 
revenue from such sources. A federal tax on war profits was, 
however, imposed. On the other hand, the tax on tobacco was 
largely increased, a high tax was levied on bills of lading, and a 
considerable augmentation was made in postal, telegraph, and 
telephone rates. From all these sources an additional revenue of 
about 500 million marks was expected. When the bill passed 
through the Reichstag, a tax on sales was added, estimated to 
yield about 130 millions. In the next year, 1917, the war profits 
tax was considerably increased, so as to produce about 400 mil- 
lion marks additional; but, on the other hand, a high tax on coal 
was now imposed, designed to yield 500 million marks and pro- 
vision was made for a tax on railroad transportation to yield 
310 millions. Finally, in 1918, the government recognized the 
necessity for very much greater revenues from taxation and a 
law provided for additional receipts estimated at 3 billions of 
marks, on the one hand, from an increased tax on war-profits 
and, on the other, from taxes on sales, luxuries, and higher rates 
on drinks and postal communication. The exact figures as to the 
proportion between the two categories of taxation are not yet 
available; but it is quite safe to say that in the federal govern- 
ment, at least, the revenue from indirect taxes considerably ex- 
ceeded that from direct taxes. In the separate commonwealths 
the situation was the reverse, without, however, materially 
changing the general result. 

In contrast to all the continental countries, England pursued 
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from the outset a different path. It is true that a considerable 
increase of revenue was derived from indirect taxes like custons 
and excises. From 1914 to 1919, for instance, the customs 
revenues were actually trebled and the yield of the excise taxes 
increased about 50 per cent. But the chief reliance for meeting 
the war expenditures was placed on a new war-profits tax and 
an augmented income tax. The rate of the war-profits tax was 
raised gradually from 50 to 60, and finally to 80 per cent; and 
the income tax rates were progressively increased until from a 
quarter to a third of very modc'rate inconu^s and over a half of 
larger incomes w(?re taken for the state. In the last year of the 
war, as appears from Table K, over three-quarters of the tax 
revenue was derived from direct taxes on wealth. This is a 
great contrast to the fiscal histor>^ of previous wars. 

In the United States, also, we find the democratic movement 
so strong that the overwhelming proportion of the new tax 
revenue was d(^rived from direct taxation on wealth rather than 
from indirect taxes on consumption or transactions. Although 
the excess-profits tax was not at first levied at rates as high 
as in Great Britain, the remarkable prosperity of the country 
resulted in large revenues from this source. And while the in- 
come tax did not reach in the lower stages so high a level as 
the British, the rates in the upper schedules were made con- 
siderably higher, finally attaining the unheard of figures of 77 
per cent. As a result of the revenue act of 1917 over 79 per 
cent of the tax revenue came from direct taxation, principally 
the income tax and the excess-profits- tax. After the second great 
revenue act of 1918 was enforced, the proportions were still 
more favorable, the amount ascribablc to direct taxation in 
1919 being, as appears from Table L, in reality almost 81 per 
cent, although the Introduction of the system of payment by 
instalments somewhat obscured this result. 

It thus appears that the United States succeeded even better 
than Great Britain in carrying through a democratic fiscal pro- 
gram in the war; and that the Anglo-Saxon countries disclose a 
very decided contrast to all the other belligerents. The conse- 
quences are apparent in the relatively more favorable situation 
in which Great Britain and the United States found themselves 
when confronting the problems of post-iellum finance. 



Table K. — Sources op Revenue in Great Britain, 1914-1919 
(In millions) 
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Table L. — Internal Revenue Receipts op the United States, 1918 , 1919 
(In millions) 



1 Year ending June .'30 


1918 

1919 

Income and profits taxes. . . 

»2,S39 

$2,()0D 

Munition manufacturers tax. 

IH 

— 

Estate tax 

47 

82 

Corporate capital stock tax . 

2 r> 

29 

Total taxes on W(‘alth 

2,924 or 79.1 per cent 

2,707 or 70..'') per cent 

Distilled snirits 

Fermented liquors 

,'318 

3(55 

12(> 

118 

Tobacco 

ir>8 

200 

Stamp taxes 

19 

37 

Transportation . 

71 

234 

Insurance 

0 

1.5 

Excise taxes . . 

37 

78 

Soft drinks 

2 

7 

Adrnissifins 

2G 

.51 

Miscellaneous 

Total taxes on eon.sump- 
tion, tran.sactions, and 

8 

22 

oornmo<litie.s 

$771 or 20 9 p(*r cent 
$3.{>9.5 

$1 , 1 33 oF 29 . .5 x>er cent 

I'otal 

$3,840 


IV. The Loans 

With the impossibility of securing more than a comparatively 
small proportion of the war expenditures from taxation, it 
became necessary everywhere to resort to l>orrowing. This 
was consequently done by all countries on a gigantic scale; 
although here again the fiscal and economic conditions in the 
various countries varied so widely that they employed quite 
diverse expedients. 

Great Britain provided at the outset of the war for immediate 
needs by selling short-time securities, principally treasury bills. 
Before long, however, these had accumulated to such an extent 
that it became imperative to issue long-time bonds. Accord- 
ingly, subscriptions were invited to the first war loan which 
was issued in March, 1915, followed in June of the same year 
by a second war loan. These bore interest at the rate of 33^^ 
per cent and per cent respectively and the amount issued 
was 332 and 692 millions sterling or 1,703 and 2,883 million 
dollars respectively. On February, 1916, an issue of war 

^ As the new taxes were payable in instalments, about 2 billions of the 
tax really payable for the year 1919 were not received until the fiscal year 
1920. Malting allowance for this, the proportion of taxes on wealth really 
ascribable to the year 1919 rises to 80.6 per cent. 
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savings certificates was inaugurated. In April, 1917, the third 
war loan was issued at 4.5 per cent, yielding 941 millions sterling, 
or 4,403 million dollars, followed in June of the same year by 
an issue of 5 per cent exchequer bonds. 

Beginning in October, 1917, a continuous issue of 4 per cent 
and 5 per cent national war bonds was made, the difference in 
the rate of interest being due to the tax exemption. The 
temporary and short-time paper was now gradually funded 
into these bonds. In the meantime the Anglo-French loan of 
500 million dollars, of which England had one-half, had been 
contracted in the United States; and with the entrance of the 
United States into the war, continually larger sums were bor- 
rowed from the American government. By the end of 1918, 
as will be seen from Table M, almost 4 billions sterling, or con- 
siderably more than one-half of the new debt, was in the form 
of relatively long-time domestic securities. 

France \!vas in a less favorable situation than Great Britain at 
the outbreak of the war. The total debt of France at the close 
of 1913 amounted to 32,594 million francs or 6,291 million dol- 
lars, and the ordinary budget had closed with a large deficit, so 
that it had been necessary to issue a loan during the spring and 
summer of 1914. When the war broke out, precipitating an 
economic and financial crash, it became practicall}^ impossible 
to issue another loan. The government was therefore com- 
pelled to rely upon advances from the Banque de France which 
was permitted correspondingly to increase its note issue. It 
was not until November, 1915, that France saw her way to 
invite subscriptions to her first war loan, which, although 
bearing interest at the rate of 5 per cent, was issued at the low 
price of 8734- This was followed in August, 1916, by the 
second war loan, also of 5 per cent bonds. In December, 1917, 
the third war loan was contracted and in 1918 the fourth war 
loan. In these two latter cases France reverted to her old 
policy of discount bonds so that the issues fetched the price 
of only about 70. The nominal subscriptions to the loans were 
therefore quite different from the actual receipts in cash. 
Even the nominal sums yielded by these four loans, however, 
amounted to less than 70 billions of francs, so that the chief 
reliance of France had to be placed on floating debts like ad- 
vances from the bank of France, on the so-called national 
defense bonds, which were issued continuously from February, 
1915, and, finally, on the foreign loans contracted in England, 
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United States, and Japan. The internal loans as a consequence 
constitute only about 40 per cent of the war debt, a result which 
is now proving a serious embarrassment in the French program 
of fiscal reconstruction. 

Russia was the first of the Entente Powers to contract public 
loans. In September, 1914, Russia began with a h per cent issue 
at 94, followed at regular intervals up to the revolution of 1917 
by six more loans. At that time about 0 billion dollars had been 
raised by relatively long-time securities, (jonstituting, however, 
only a very small part of the entire debt. 

Somewhat similar difficulties were expt'riencc'd by Italy. The 
pre-war debt of Italy amounted to ]3,()3G million lire or 2,621 
million dollars. Italy started in 1915 with the so-called mobiliza- 
tion loan followed by the first war loan in July, 1915, and by 
further war loans in January of ea(*h of the following years. 
Every successive loan showed an increase of the inten^st rate 
and a decrease^ of the issuer price, thus disclosing th(^ growing 
fiscal difficulties. The total pi*oceeds of the intc^rnal war loans, 
as appears from Tables M, were only about 15 million lire. Italy, 
therefore^, had also to depend primarily upon short-time se- 
curities, like treasury bonds and c'xchequer l)ills, upon ad- 
vances from the banks, and upon loans from the Allies. As a 
matter of fact, less than 30 per cent of the new war debt con- 
sists of long-time internal war bonds. 

Of the Central Powers, Germany followed a different plan 
from the outset. She decided to rely at once upon compara- 
tively long-time bonds rather than upon temporary or short- 
time s(^curities, and for several years prided herself upon her 
superiority in this respect over Great Britain and P>ance. In 
October, 1914, a large war loan was issued at 5 per cent. There 
followed in regular succession eight more war loans bearing 
A ]/2 per cent and 5 per cent respectively. During the earlier 
years of the war, accordingly, the loan situation of Germany 
must be pronounced to have been more favorable than that 
of the other belligerents. Toward the end, however, as the 
difficulties increased, the internal loans did not suffice and 
Germany, like France and Italy, was now compelled to depend 
more and more upon a makeshift policy. Nevertheless, by the 
end of 1918, 98 billion marks out of a total war debt of 153 
billions or about 64 per cent of the whole, was in the form of 
long-time internal bonds. This was a better showing than 
that of any of the other countries. 



COST OF THE WAR AND HOW IT WAS MET 775 


Tablk M. — War Loans — (In millions) 



Date 

Rate 

Issue 

price 

Amount 

subscribed 

Great Britain 




£ 

First war loan 

Mar., 191.5 


95 

332 

So.f'.onfl “ “ 



100 

592 

Third ‘‘ 

Apr., 1917 

*+ /2 
4~5 

95-100 

941 

Exchequer bonds 

Mar., 191.5 

3 

a 

48 

tc 

Dec.., 191.5-Ai)r., 1917 

5 

100 

516 

(C <c 

Oct., 19H) 

() 


161 

National war bonds. . . 

0(9.., 1917-0((t., 1918 

4-5 

100-100 bi 

372 

I'otal 




3,962 

France 




fr- 

First war loan 

Nov., 191.5 

5 

87 '4 

15,205 1 

S(‘(ton(i “ ‘‘ 

Aug., I9JG 


SSAi 

11,514 1 

Third “ “ 

Dec., 1917 

4 

68.6 

14,803 1 

Fourth 

“ 1918 


70.8 

27,853 1 

Total 




69,375 1 

Italy 




li. 

Mobilization loan 

191.5 

4 

97 

1,000 

First war loan 

July 


93-95 

1,146 

Second “ ‘‘ 

.Jan., 191(1 

5 

97 

3,014 

Third “ 

“ 1917 


90 

3,985 

Fourth “ 

1918 

n 

80 1'^ 

6,120 

Total 




15,266 

Russia 




ru. 

First war loan 

Sept., 1914 

5 

94 

500 

Second “ “ 

Mar., 1915 


u 

500 

Third 

May “ 

ry-5^i 

09 

> 1,000 

Fourth 

Nov. ‘‘ 

iyy2 

95 

1,000 

Fifth 

Feb., 1916 


a 

2,000 

Sixth “ “ 

Oct. 

11 

n 

3,000 

Seventh “ 

Mar., 1917 

5 

85 

2,500 

Total 


j 


1 10,500 

Germany 




‘ Mk. 

First war loan 

Sept., 194 

5 


4,480 

Second ‘‘ 

Mar., 1915 


9834 

9,106 

Third “ “ 

Sept. “ 


! 99 

12,162 

Fourth “ “ 

Mar., 1916 

4J^-5 

95 9834 

10,767 

Fifth ‘‘ 

Sept. " 

< 

95-98 

10,699 

Sixth ‘‘ 

Mar., 1917 

<( 

98 

12,979 

Seventh “ ‘‘ 

Sept. “ 

n 

a 

12,626 

Eighth “ 

Mar., 1918 

{< 

li 

14,789 

Ninth ‘‘ “ 

Sept. “ 

(( 

ii 

10,434 

Total 




98,052 

United Slates 




$ 

First lib('rty loan. . . . 

June, 1917 

‘iy2 

1(K) 

2,000 

Second “ “ . . . . 

Nov. “ 

4 i 


3,908 

Third . 

May, 1918 

4H 


4,177 

Fourth “ 

Sept. “ 

H 

ii 

6,989 

Victory loan 

Apr., 1919 

iH 

\ if 

5,250 

Total 




22,225 


Nominal subscription. 
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When the United States entered the war it depended for the 
time being on temporary war certificates. It was, however, soon 
decided to make a bold appeal to the public, and in June, 1917, 
subscriptions were invited to the first liberty loan, which was 
issued at par bearing interest at the rate of Pt'i' cent. Al- 
though the immense sum of 2 billion dollars was raised by the 
first loan, still greater efforts were made in the succeeding loans. 
In November, 1917, the second liberty loan was issued and, 
despite the original objections of Secretary McAdoo, it was 
found necessary to raise the rate of interest to 4 pcT cent. The 
loan yielded almost 4 billion dollars. In May, 1918, the third 
liberty loan was issued at A]/^ per cent interest, yielding over 
4 billions. The greatest effort was, however, made in January, 
1918, when subscriptions were invited to the fourth liberty 
loan, bearing 4^4 per cent interest, with a result that the un- 
heard of sum of almost 7 billion dollars was subscribed. The 
last, or victory loan, was issued in April, 1919, bearing per 
cent interest, and yii'lding about 5}/i billions. The consc^quence 
is that almost the entire war debt of the United Stat(\s consists 
of relatively long-time and easily manageable domestic se- 
curities.^ In Table M will l)e found the relevant facts as to the 
successive war loans of the chief belligerents. 

Passing from the problem of long-time versus temporary 
loans, the final question is that of the total indebtedness of 
the various belligerents. 

In Great Britain it still seems to be a question as to whether 
and to what extent the loans to the Allies are to be included in 
the war debt. The Chancellor of the Exchequer, as stated 
above, thought it prudent to include one-half of the amount. 
The result is, as shown in Table N, that the British debt which 
amounted to 650 millions sterling, or 3,115 millions of dollars, 
just before the war, ro.se by the close of the fiscal year in 1919 
to a total of 7,643 millions sterling or 37,221 millions of dollars. 
Inasmuch, however, as the Chancellor of the Exchequer as- 
serted in his financial statement of April 30, 1919, that he ex- 
pected to borrow about 250 millions sterling, or 1,217 millions 
of dollars, during the year 1919-1920, the debt of Great Britain 
at the end of the fiscal year 1920 will amount to almost 8 billions 

^ A severe critigism of the government policy of the issue of loan antici- 
pation certificates of indebtedness will be found in J. H. Hollander, War 
Borrowing^ A Study of Treasury Certificates of Indebtedness of the United 
States, 1919. 
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sterling or about 39 billion dollars. The war debt proper, there- 
fore, at the end of that period may be expected to amount to 
7}4 billions sterling or 35 billion dollars.^ 

7\ble N. — Public Debt op Great Britain 


(In millions) 



Year ending March 31 

1914 

1915 

1910 

1917 

1918 

1919 


£ 

£ 

£ 

£ 

£ 

£ 

F unded debt 

587 

583 

318 

318 

318 

318 

Teirrninable annuities. . . . 

30 

28 

20 

24 

22 

22 

314 per (‘ent bonds 


349 

63 

03 

63 

63 

4 p 2 per cent bonds 



900 

20 

16 

16 

4 and 5 per cent bonds . . . 




2,119 

2,090 

2,090 

National war bonds 





649 

1,716 

Treasury bills 

i3 

77 

507 

404 

473 

947 

Pjxchequer bonds 

20 ! 

07 

177 

320 

392 

393 

War savings certificates.. . 



1 

74 

138 

227 

War cxiienditure c;ertifi- 







c*at(‘s . 




24 

23 


‘‘Other debts” 



9 

317 

944 

1,345 

AnuTican loan 



51 

51 

51 

51 

Total 

050 

L104 

2,133 

4,011 

5,872 

7,643 2 


In France, where the pre-war debt was 32,594 millions of 
francs or 6,291 millions of dollars, the total debt at the end of 
1918 amounted to 167,469 millions or 32,322 millions of dol- 
lars, constituting a relatively more crushing burden than that 
of Great Britain. The war debt proper as will be seen in 'Table 0, 
amounted to 134,875 millions of francs or 26,031 millions of 

^ The artual figures for March 31, 1920, were as follows: Gross Lia- 
bilities £7,875,007,1 (JO; Estimated Assets £100,023,340. Cf. Return on 
the National Debt. Cf. Paper 1024 for 1920. 

2 This includes £207 millions of sinking fund premiums, which when de- 
diuited would bring the net debt to 7,435 millions. 

This total includes the loans to the Allies and Dominions: 

(In millions) 


Russia £ 508 

France 434 

Italy 413 

Belgium 87 

Serbia 19 

Other Allies 48 


Total Allies £1,568 

Dominions 171 


Total £1,739 
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dollars. Inasmuch, however, as it is virtually certain that a 
considerable sum will still have to be borrowed during 1919 and 
1920, the total debt of France directly and indirectly due to the 
war, will, in all probability amount to a much larger sum.^ 

The high-water mark of the external debt of France was 
reached on Sept. 30, 1920, when it amounted to 35,328 million 
gold francs. By Mar. 31, 1921, this had been reduced to 
32,723 millions. But the internal debt was growing fast. 


Takle: O. — PuHLiG De:bt of France, Decejmber .31, 1918 


(In million francs) 

Domestics debt 

Funded debt 07,739 

including: 3 per cent rentes 19,746 

5 “ “ 25,853 

4 “ “ 12,850 

4 “ “ of 1918 30,000 

3 and 3J-2 redeemable 3,118 

Floating debt 49,1.36 

including; national defens(; bonds 29,463 

advances from Banque de France ..18,000 

Foreign debt 

Funded debt 15,127 

including: advances from lb S. government. .12,001 

Anglo-French loan in U. 8 1,37() 

other loans from U. S 1,602 

Japanese loan 147 


136,874 


30,595 


Floating debt 

Total 

Pre-war debt in 1913 
War debt 


15,471 

167,469= $32,322 
32,594=$ 6,291 
134,875= $26,031 


In Italy the pre-war debt was 13,636 millions of lire. At the 
end of October, 1918, as will be seen from Table P, the total 
debt amounted to over 63 millions of lire or somewhat more 
than 12 billions of dollars, making the war debt proper, about 
50 billions of lire or 10 billions of dollars. By the end of May, 
1919, the debt had grown to over 77 billions of lire or 15 billions 
of dollars, and the end is not yet. This represents a very dis- 
proportionate burden as compared with the British figures. 

For Germany, where the pre-war debt amounted to 4,732 
million marks, the figures are not yet entirely complete. Min- 
ister Schiffer stated in February, 1919, that the debt had grown 
by the end of 1918 to 157,700 million marks. But Minister 
Erzberger stated in his Reichstag speech of October 31, 1919, 
that the total debt then amounted to 204 billions of marks, 
which would make the war debt over 199 billions of marks or 
47,726 millions of dollars — the largest debt of all the belliger- 
1 Of. the figures for 1921, in/m, p. 780. 
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ents. It must be remembered, however, that the great de- 
preciation of the mark during the period when most of the debt 
was contracted reduces the actual American equivalent con- 
siderably. 

Table P. — Public Debt of Italy, August 31, 1918 


(In million linO 

Pre-war debt 1 3 , (>36 

War loans 14,737 

Treasury bonds 3,052 

ExchequiT bills 9,240 

Foreign advances from England and the Duiled Stati‘s. . 13,850 

Advances from banks (>,536 

Notes issued by the government 2,041 

Total 63,09:4= S 12, 177 

14y May 31, 1919, the total debt had increased to , 77,768= $15,069 


In Austria-Hungary, the pre-war debt was 18,354 million 
crowns or 3,72G million dollars. In August, 1919, the new Aus- 
tria which by treaty assumed 70 per cent of the total war debt 
of the old emi)ir(‘ had a war debt composed as follows: war 
loans, 35 billion crowns; oth('r war debt, 11]^ billions; bank 
not(is, 50 billions, or a total of 963/2 billions. At the rate of 
70 per cent this would make the total war del)t of the old em- 
pire now divided among various states, 137,858 million crowns 
or 28,584 million dollars. But the same caution as to the de- 
preciation of the currency must be observed here. 

TI'able Q. — Public Debt of the United States 


(In millions) Debt less 

Date c?ash in 

Treasury 

Apr. 15, 1917 $1,189 

June 30, 1917 1,909 

“ .1918 10,924 

Oct. 31, 1919 Bonds; 

Pre-war bonds $ 883 

First 1 iberty loan $ 1 ,985 

Second “ “ 3,526 

Tliird 3,904 

Fourth “ 6,614 

$16,029 

NoteKs: Victory loan..' ^>414 

Treasury certificate.s 3,736 

War-saving certificates 911 

Old debt on which inU‘rest has ceased 2 

Non-interest bearing debt 236 


Total gross debt $26,211 

Cash on hand 888 


Net debt $25,323 
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In the United States the total net debt just before the en- 
trance into the war, in April, 1917, was $1,190 millions. This 
had increased by Oct. 31, 1919, to $25,322 millions, making a 
war debt of $24,133 millions. The debt, as appears from Table 
Q, was composed almost wholly of war bonds, together with a 
relatively small amount of outstanding treasury certificates. 
Deducting the loans to Allies, the national debt amounts to 
about 15 billions. 

. The other (countries need not be tn^ated separately. In 
Table R an attempt is made to present a summary picture of 
the public debts of all the belligerents. From this table it 
appears that the total pre-war debt amounted to over 29 bil- 
lion dollars. On the other hand, the debt at the close of the 
war, including that of Japan (wliose debt was increased only 
by a part of the funds raised to lend to Great Britain and 
France), but not including the debt contracted largely for in- 
ternal and non-war purposes by the Bolshevist government in 
Russia, amounted to almost 228 billions of dollars. This would 
make the net debt of the world directly ascribable to the war 
about 198 billions.^ 

The debt of the former belligerents has in some cases been 
ste^adily increasing since the close of the war, notably in France 
and Germany, and the demands of reparation will lead to fur- 
ther prodigious increase of the German debt. By the beginning 
of 1921 the total debt of the belligerents had increased to over 
three hundred billions and the end is not yet. In France alone 
the debt, just before the issue of the new six per cent loan in the 
spring of 1921, amounted to 245 billion francs, (almost 50 bil- 
lions of dollars) or half as much again as the debt at the date of 
the annistice. Taking the limit, however, of from six months 
to a year after the armistice, as is done in this chapter the net 
debt immediately caused by the war and expended primarily 
for the war itself, amounted, roughly speaking, to about two 
hundred billions of dollars. 

When we compare this figure of 198 billions of the war debt 
with the total cost of the war, which, as we have seen, amounts 
to over 210 billion dollars, it appears that well-nigh the entire 
cost of the war was defrayed from loans. The difference of 
some 13 billions derived from taxation is due (apart from the 
slightly different dates utilized for the two computations, 

^ The same caution must here be observed as that mentioned above on 
p. 757. 



Table R. — Public Debts op Belligerents — (I n millions) 


COST OF THE WAR AND HOW IT TTAS MET 




S i-l(Np(Nt<5 
lO 00 CO O 
O to CO CO M •'f 




'^’^QQOcooooicoooco 

oot>co»-ti'^'^co 


I^cOO<N*-h 
CO (N <N ^ 


l>- CO 00 !>• to 
h- (N ‘O rH »0 
o 0(0 to 

co" 

?M rH 01 

rH 

«y& 


toco 

toco 

to CD 

r>r 

1- Oi 


flj 

sf 

(D 


t-h '“h 00 CO o(D 

(N COO0(N -T CD 
(N CD CO 00 00 c:i 


i-HMCOOOOOOi-(»OOl 

oo6aoOQo6(NcoocD(M 

rH CO^CO O OO O CO (M CO 
c<r to *o f-T r-T j-cT 

CO M rH (N 


CO CO 

S CO 

^co 

r>r 


O to 


OiOOCOI^ 
to 00 CD OO 
(N 

rCos t^oT 
CO “-f 


o 

CO 

to 


r-H (N ^ 01 -tl 

O to 0 (D Q 
to to O OS 
f^Tod (xof 


Q 00 to 
Q to to 

0^00 TfH 

■rf'rC 

oco 

pH 

si J 


01 CO 
FH GO 

dt^ 
00 oi 
oi 


S d ^ 


XI^OSOSOO CSGOCS 

t-4t— rHt— (»— I 

CSCSOSCSOS'* Cscs'Os 


rHi— It— lOrH'- t-Hi— lO 

CO cococo** cococo 

cJ "S b P b >> S 
^ Cl, D - *53 3 


OS CK) 

OS " OS " 


0-(- 
CO CO '* 


C^ ^ CJ - 

c^o 



LO CO X rh *0 

--H CO »-H oi 01 rH 

00 o 

(M CD CD »0 OS 

CO CO 


CO OS (M 'T CD 

rH Ci D 1 (M (N os 

CO 'T OS 

M X rH 

•Q CO 


rH CO CO 

thOIcDcOI'^INMDKNih 

CD M 

10 rH 


CO*' ^ -h' 

CO CO'^Dl 

rH rH 

CO rH CO" 

LO os’ 





01 

^(M 






m 


II II II II II 

II il 11 II 

11 

II II II 


p 

O OS (N CO I'- 
LO ^ OS (N O 

'Tf Q CO CO 

OS O CO 

OS 

(M ^ (M 

CO lQ ^ 



CO CO 

»ooo co 


CO ^ 


pf 


(MOO CO CO 

of 

'T'go' 


OS 


CO rH 


rH 








i 


p 3 ’ “T ^ 

p 

o 



5 


rsf to CD 'rj( 


"h" »Q 



T— t X. w. ^ X. 

lH ^ ^ T-* 


tH ^ ^ rH 


QJ - S. V. V. 

OS'* OS OS OS OS 

OS OS 

OS'* os 


T-i 

1 >H tH fH »— I rH 

rH rH 

rH rH 



rpcTh'^ >. 

dT 

IQ 

rH 



COCO" " 







July, 

n'’ 

May 

Aug. 

Aug. 

July, 

July, 

Apr. 

Aug. 

u 

Nov. 

Oct. 



.9 

C 8 


^ c3 
C o 
cd 


5 ,2 ' ^ 

■K 2^‘^ja 

03 -M 2 > 4-> .ii 

D m R 5> ^3 

o<6^^S 


a> 

p 

‘a 

s 

w 

»} 


5 ^ 03 

; o-S 


• a-i : ■ ■:;: 

'^•’7 J.S S c a> 

m 9 I a-s 


o 


9g 


>> 

p 

cS 

bC 

R 

D 


- t^^'p 

'R a Si 

0 P 'p bC 

^ cu 3 r3 

acH« 


W t-V 

■OH-' 


OS 

o 
Ph 

2 1-; 


a; o 

Oh 


781 


1 Counting on repayment of one*baIf of the loans to the Allies (£816 millions). 

2 The additional debt contracted by the Bolshevist government is not included. 

® Obtained by considering the debt of the new Austria as representing 70 per cent of the debt of all the 
states which constituted the old empire. 
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ESSAYS IN TAXATION 


and which are responsible for two or three billions) almost 
wholly to the efforts of Great Britain and the United States, 
the former raising about 7 and the latter about 7)/^ billions 
from taxation — Groat Britain in a little over four and a half 
years, the United States in a little over two years. While a 
few billions ailditional were raised from taxation, as we have 
learned, by Italy and Gennany, their contributions to the ex- 
penditures were more than counterbalanced by the budget def- 
icits in those states, as well as in France. It remains true, there- 
fore, that the war was conducted almost entirely on credit. The 
outstanding problem now confronting every country, victorious 
and conquered alike, is how to secure the funds needed to defray 
the interest and to provide for the amortization of t hese gigantic 
debts, which offset a not insignificant part of the entire wealth 
of the world. 
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state taxation of non-resident 
bondholders or stockholders, 285- 
292; interstate taxation of re- 
ceipts or income, 292-294; taxa- 
tion of the corporation and of the 
secaxrity holder, 297-307 ; inca- 
dence of the tax on, 308-311; 
local taxation of, 311-314; conclu- 
sions on taxation of, in United 
States, 314-315; intcirstate con- 
flict, a of jurisdiction removable 
by national supervision of taxa- 
tion of, 345; suitability of tax 
on, for fc^deral system rather than 
state or local, 380-382; tax on, 
considered with reference to ade- 
quacy in taxation, 385-386; fed- 
eral administration and state 
apportioTimcnit of tax, proposed, 
386-389; evils connected with ar- 
bitrary assessment of, 395-397; 
taxation of, in Switzerland, 570; 
Bastable on taxation of, 579; 
Corixoration tax, in Switzerland, 
Australia, and United State, 140, 
141; as a means of reaching great 
wealth, 375 

Cort van der Linden, the Text-book 
of Finanx'e of, 564-565 
Costage, Scottish tax, 44 
Cost-of-service theory of inhciritance 
tax, 132 

County boards of equalization of 
assessment, 22 

Cost of the war. See War-costs 
Cox, K. L., cited, 167 n., 170 
Crammond, E., cited, 748 n. 
Crandon, F. P., cited, 258 
Credit, thwry of, 722-724; private 
and public, 725-726 
Cridge, A. D., pamphlet by, 91 n. 
Crocker, Gec^rge G., cited, 98 n. 
Crusaders, property tax levied to 
aid, 40^1 

Curtis, George, Jr., cited, 170 
Customs duties, origins of, 3-4; 
suitability of, for federal rather 
than state use, 380 


Dadelszen, E. J. yon, cited, 465 
Damaschke, A., cited, 510 
Dana, Richard Henry, cited, 98 n., 
104 n. 

Danegeld, 38 

Davenport, H. J., cited, 264, 715 n. 
Davits, J. T., cited, 143 
Dazio, the Italian, 5 
Death duties. See Inheritance tax 
De Boer, J. A., cited, 167 n. 

Debt exemption from taxation, 29- 
31, 102-103, 271-273 
Debts, taxation of, of corijorations, 
271-273; war, see War Debts 
Decker, Matthew, quoted, 48-49 
Decuma, the, 36 

Defence, an essential consideration 
in early theories of taxation, 2, 4 
Dehlinger, A., cited, 145 n. 
Delaware, railroad taxation in, 179, 
181; cort^oration taxation in, 212- 
213; taxation of franchises in, 
233; reports of tax commissions 
of, 604, 619, 638 

Denis, IJlmpdi by, 413 n., 554-555 
Desty, R., cited, 144 n. 

Dickinson, J. M., cited, 258 
Diefke, M., cited, 505 n. 

Di(4il, Karl, cited, 510 n. 

Dietzel, cited, 144 n. 

Differentiation of taxation, 101; 

of income tax, 341 
Diffusion theory of taxation, 323- 


324, 334-335 

Diffusion-of-wealth thwry of in- 
heritance tax, 130-132 
Digby, cited, 290 
Dinglinger, F., cited, 145 n. 

Dio Cassius, 37 n. 

Diocletian, 37 
Direct inlieritance tax, 138 
Direct taxation, causes of early 
unpc)pularity of, 4; the last step 
in historical development of pub- 
lic revenues, 6; evolution of, into 
an ordinary form of revenue, 6-7; 
ar^ments for and against, 7-8; 
points that should govern our 
attitude toward, 9 n.j the forms 
of, 10 ff.; poll or capitation tax. 
10; taxes on property in land ana 
cattle, 11; taxes on property in 
the produce of land, 12; change in 
character of property tax with 
increase of personal property, 


12-14 


Direct taxes, England’s dependence 
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on, 483; amount of indirect taxes 
and, compared, 483-485 

Direct and indirect taxes in the 
United States, history of, 671- 
676 

Dividends, taxation of hanks on 
their, 151-153; as a t)asis of taxa- 
tion of corporations, 243-245 

Division of the yield, 665 

Divisional Boards Act in Queens- 
land, 522-523 

Domicile, as a basis of taxation, 
112, 114; taxation of resident 
aliens according to, 119-122 

Donum f the term, 5 

Door and window tax, in France, 
474 n. 

Double taxation, as a defect of the 
general property tax, 29-31; de- 
fined, 98; literature of, 98 n.; 
variety in kinds of, 99; cases of, 
by the same jurisdiction or 
authority, 100 fT.; justifiable if 
all are assessed equally; 1(X); ele- 
ment of differentiation of taxa- 
tion, 101; taxation of property 
and of income from same property 
in Massachusetts and in Switzer- 
land, 101-102; question of debt 
exemption, 102, 103, 271-273; of 
case of mortgagees, 103-107; in 
corf )orat ions and of investors in 
cor]3orate securiti(^s, 107-109; of 
jiroperty and of capital stock of 
corporations, 109-110; by indt^- 
pendent or completing authorities, 
110 ff.; resulting from state taxa- 
tion of personalty wheriwer lo- 
cated, 115; complications relative 
to inheritance tax, 121-122; dif- 
ferent fonns of, in the case of cor- 
porations, 271 ff.; taxation of 
property and of debts, 271-273; 
taxation of income and of proi)- 
erty, 273-276; taxation of prop- 
erty and of stock, 276-280; arising 
from interstate taxation of corpo- 
rate property, 280-282; arising 
from interstate taxation of corpo- 
rate securities, 282-285; arising 
from interstate taxation of non- 
resident bondholders or stock- 
holders, 285-292; arising from in- 
terstate taxation of receipts or 
income, 292-294; arising from 
taxation of the corporation and 
of the security holder, 297-307; 


Bastable’s treatment of subject. 
578 

Dowell, cited, 41, 43, 48, 427 n. 
Dryden, J. F., cited, 166, 179 
Dudley, A. S., cited, 258 
Drum, J. P., Jr., cited, 143 n. 
Durand, E. D., cited, 715 n., 
738 iL, 743 n. 

Dutch, lit(?rature of the, on taxa- 
tion, 561, 564-565. See Holland 
Duty, original significance of word, 
5; abolition of import , in case of 
adoption of single tax, 77-78 
Dyer, Charles E., monograph by, 
167 

Earnings, assessment of railroads 
on, 177; as a basis of taxation of 
corporations, 246-249; contrasted 
with ad valorem systcmi as a basis 
of taxation of corjiorations, 255 ft’.; 
legality of taxation of, 264-270; 
double taxation due to interstate 
taxation of, 292 ff.; avoidance of 
evils connected with arbitrary 
assessment by a tax on, 393-397. 
See Gross Earnings 
Easley, R. M., 627 
Eastman, F. M., cited, 143 n., 200 n. 
Eberstadt, R., cited, 436, 508 
Economic analysis, influence of, on 
fis(5al facts, 320-325 
Economic interest, as a basis of 
taxation, 113 ff. 

Edgeworth, F. Y., meiitiomxl, 339; 
cited, 715 n. 

Efficiency in taxation, principle of 
378-379 

Einaudi, cited, 595 n., 749 n. 
€Lff<pop^^ Athenian direct, tax, M 
Elasticity, a cardinal principle of 
taxation, 76; lack of, a defect of 
the single, tax, 76; methods of 
securing, in state revenues, 364 
Elder, S. J.. cited, 207 
Electric lignt companies, taxation 
of, 194 

Electric roads, taxation of, in Mas- 
sachusetts, 204 
Elision of taxation, 335 
Ellis, Guide to the Income Tax Acts 
by, cited, 260, 305 
Ely, Richard T., 20 n., 600 
hlmerson law in New York, 627 
Eminent domain, government’s 
power of, to secure revenue, 401 
Engels, cited, 45 
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England, feudal taxes in, 38; later 
raediiBval and modern history of 
property tax in, 45-49; lo(;al prop- 
erty tax in, becomes a land tax, 
53-54; taxation of corporations 
in, 260-201, 305; the income tax 
in, 321-322, 384; the inheritance 
tax in, contrasted with that of 
New York, 382; the betterment 
tax in, 413, 433 ff.; extension of 
inheritance tax in, in 1894, 453- 
459; refonns of 1909-1910 in, 
482; early and recent literature 
on fiscal problems in, 572-579 
Enterprise-for-profit tax in Hawaii, 
t)57 

Epstein, J. H., cited, 505 n. 
Equalization boards, 21-22, 355 
Equal sacrifice, principle of, 338- 
339 

Erzberger, 750 n. 

Escheat, rights of, 2; proposed ex- 
tension of principle of, by early 
economists, to inheritances and 
bequests, 127 ff. 

Eschenbach, cited, 126 n. 

Espinas, cit(Hi, 40 
Estate duty in England, 453-454 
EstiniOj the, in Florence, 44, 52-53 
Etymology of terms used in taxa- 
tion, ^ 

Evans, N. W., cited, 144 n. 

Excess condemnation, principle of, 
447 

Excess profits tax, 700 
Excise tax, applied to express com- 
panies in Massachusetts, 190 
Excise taxes, opj^osition to intro- 
duction of, in England, 7-8; rea- 
sons for introduction of, in 17th 
centup^, 8-9 

Exemption, of improvements from 
local real estate tax, 93-95; of cor- 
porate indebtedness, 272; of cor- 
porations from local taxation, 
312-313; undesirability of, of 
improvements, 374; from income 
tax in England, 457; of improve- 
ments on land in New Zealand, 
462, 464-466; from undevel- 

oped land duty in Great Britain, 
490-491; from increment-value 
duty, 492; from German tax on 
unearned increment, 512; of im- 
provements in Australasia, 522 ff . 
Expenditure as a basis of taxation, I 
113, 114 I 


Expenditures, war. See War Costs 
Expense, proposal of a single tax 
on, 66 

Express companies, taxation of, 
188-191 

Faber, cited, 408 n. 

Faculty tax in America, 16 
Faculty theory of taxation, 3, 10, 
11 ff., 15, 18, 57-58, 62-73, 133- 
134, 320-321, 338 ff., 455-458 
Fairchild, C. S., 636 
Fairchild, F. R., cited, 636 
Fankhouser, N. C., cited, 144 n. 
Fairlie, John A., Report on Taxation 
ami Revenue System of Illinois by, 
629 

Farmers, disproportionate share of 
taxation borne by, 28-29, 349- 
350; efT(‘cts of the single tax on, 
86-91; methods of lightening 
burden of, as to taxation, 375 
Fasolis, G., cited, 98 n. 

Federal finance, relations of state 
finance and, 377 ff. 

Federal inheritance tax, 139 
Federal revenues, relations State, 
local and, 660-678 
Fw, d(6ned, 432 

Fees, beginnings of period of, 3-4; 
as a manifestation of the taxing 
power of the state, 406; distinc- 
tion between taxes and, 407-413; 
distinction between special as- 
sessments and, 418-421; distinc- 
tion between prices and, 426-429 
Feitelberg, D., cited, 144 n. 

Ferries, taxation of, 195 
Feudal system, forms of taxation 
under the, ;i8 ff. 

Fifbxjnth and tenth, origin of tax 
called, 41 

Fillebrown, single-tax reformer, 75 n. 
Firma burgi, the, 38 
Fischer, cited, 111 n. 

Flaix, E. Fournier de, discussion of 
work by, 560-561 
Flora, F., cited, 595 n., 749 n. 
Florida, railroad taxation in, 179; 

reports on taxation, 631 
Foldes, Bela, cited, 595 n. 

Foote, A. R., on taxation of corpora- 
tions, 259 n.; paper by, 359 n. 
Foreign banks, state taxation of, 159 
Foreign corporations, taxation of, 
in New York State, 147; signifi- 
cance of term, 161 n. 
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Foreign-held Bond Case, decision 
of Supreme Court in, 290, 291 
Foreign insurance companies, taxa- 
tion of, 161; reciprocal acts aimed 
at, 162 

France, taxation in mediaeval, 40; 
history of general property tax 
in, in later mediaival and modc^m 
times, 50-51; literature of, on 
coiporation taxation, 145 n.; tax- 
ation of corporations in, 26l-2()2, 
306; absencxi of incoiru' tax in, 
321; recent literature of, on taxa- 
tion, 553-561; war expenditures 
in, 753; war loans in, 774; war 
revenues in, 760 

Franchise, definition of a, 221-222; 
the franchise to be, the francliiso 
to do, and the; franchisee to enjoy 
a special privilege, 222-226 
Franchises, growing importance of 
problem of, 318 

Franchise taxation, 171, 180-181; 
in California, 207-208, 637; in 
various other statfvs, 211-214; 
definition and discussion of, 221- 
238; methods of assessment in 
different states. 227 ff. 

Franco tte, (;it(xi, 34 n. 

Franklin, Benjamin, on diffenaicc* 
between a b'C and a tax, 427 n. 
Frazer, M., 516 n. 

Freeman, Douglas S., 630 
French system of taxation, 390, 395, 
474 

Friday, D., cited, 706 n. 

Friedberg, R., cited, 476 
Friedman, H. G., Taxation of Cor- 
porations in Massaccicseetis by, 
142 n., 207 n. 

Fuchs, cited, 508 

Gabelle, the, 5 
Galloway, C. V., cited, 363 
Garfield, J. R,, 611 
Gas companies, taxation of, 194 
Gemeiruxr Pfennig, the, 44 
Gemund, W., cit^, 508 
General corporation tax, the, 195 ff.; 
development of, in Pennsylvania, 
195-200; provisions of, in New 
York, 200-202; in Massachusetts, 
202-207; in California, 207-208; 
in New Jersey, 208-209; in Rhode 
Island, 209-210; in Ohio and 
Maryland, 210-211; taxes akin 
to, in other states, 211-214 


General property tax, character of 
the first, 11; change in character, 
with increase of personal prop- 
erty, 13-14; replacement of, by 
tax on net product of industry, 
14; course of, in America, 16-17; 
practical d(ife(;ts of, 19 ff.; lack 
of uniformity, or inequality of as- 
s(‘s.sment, 20-22; lack of univer- 
sality, 22-26; an incentive to dis- 
hon(‘sty, 26-28; regressivity of, 

28- 29; double taxation under, 

29- 31; iii the summing-up, is a 
disnis,! failure, 31-32; history of, 
in antiquity, 32 ff.; early medi®- 
val histoiy of, 38-45; later mo* 
diteval and modern liistory of, 
45-56; discussion of correctness 
of theory of, 56-61; as the main 
source of public revemn^ is a 
failure historically, tlu'oretically, 
and ].)ractically, 61-62; .surviv(\s 
in Switzerland, Australia, and 
United State's only, 140; early 
plan of taxing coiq^orations ac- 
cording to, 14()~148; objections 
to taxation of cor})orations by 
method of, 148; taxation of cor- 
porations through a, 214-215; 
abandonment, of, as a i)(TSoruiI 
impost, 325; reasons for decay and 
disappearance of, in Europe, 343; 
general bn^akdown of, in United 
States, 348-349; effect of a fed- 
eral inc^ome tax on, 385; at.tfanpts 
to sujx^rsedc the, in Switzer- 
land, by other forms of taxation, 
569; geiKTal dissatisfaction with, 
shown by reports of tax com- 
missions in United States, 628- 
639 

George, IToniy", 67, 68, 97, 464; 
main errors in doctrine of, 70-71. 
Sec Singh? tax 

Georgia, act of 1805, for taxing 
banks, 151; report of tax com- 
mission of, 634, 637 

Gerloff, W., cited and quoted, 
145 n.; 253 n., 260 ii., 295 

Germany, taxation in medueval 
towns of, 39, 44; progress of 
general property tax in, 51; fed- 
edal laws in, regulating taxation, 
116-117; literature in, on cor- 
I)oration taxation, 144 n.; tax£i- 
tion of life-insurance companies 
in, 169; distinction between taxa- 
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tion of corporations and of in- 
dividuals recognized by, 253; 
taxation of corporations in, 262- 
263; taxation of iiiconie and of 
property of corj)orations in, 275; 
taxation of property and of stock 
of corporations in, 279; avoid- 
ance of double taxation arising 
from interstate complications in, 
296-297 ; taxation of cori)orations 
and of security lioldtTs in, 306- 
307; small proportion borne by in- 
come tax to total revenue in, 321- 
322; tht.‘ income tax in, 384; spo 
cial assessments in, 413; tax con- 
ditions and refonus in, 473-480; 
reforms of 190t)-1910 in, 496 ff.; 
recent litemture on taxation in, 
543-553; war expenditures in, 753; 
war loans in, 754, 775; war rev- 
enues in, 762; ReichskriegHsteuer 
in, 514, n. 

Gladstone, W. E., 332 
Glass, Secretary, 75() n. 

Goodnow, articles by, cited, 264, 
404 

Goschen, cited, 54 
G(.)ttlieb, L. 11., cited, 748 ii. 
Gottlol), cit(^d, 40 
Gouge, W. M., cited, 144 n. 
Governmental enterprises, pay- 
ments for, called prices, 421^30 
Graduation, of income tax, 136- 
137, 341; principle of, applied to 
inheritance and income taxes in 
England (1894), 455-458; princi- 
ple of, in New Zealand income 
tax, 461; applied to land tax in 
New Zealand, 462-464; of income 
tax in England (1909), 486-488; 
of taxation in Switzerland, 571; 
of income tax in IJ. B., ch. xxii 
Graliam, W. J., cited, 169 
Grain elevators, taxiition of, 195 
Grandjeen, N., G., cited, 434 n. 
Grant s-in-aid, 458 
Graziani, A., work by, 595 n. 

Great Britain, reforms in taxation 
in (1909^1910), 482 ff.; causes of 
increased expenditures in, neces- 
sitating increased revenues, 482- 
483; new land taxes in (1909), 
488-495; war revenues in, 771; 
war exi)enditures in, 760; war 
loans in, 775. See England 
Greece, taxation in ancient, 34 
Grice, J . Watson, cited, 458, 483, 495 


Griziotti, B., cited, 715 n. 

Gross earnings (or receipts) system 
of taxation, of telegraph com- 
panies, 184-185, 186; of telephone 
companies, 186, 187; of express 
companies, 189, 190; of parlor 
and sleeping-car companies, 191; 
of stnx't railways, 192, 193; of 
other public-service corporations, 
193-195; discussion of assess- 
ment of corporations by, 242-243; 
double taxation due to interstate, 
292 ff.; deprecated by Bastable, 
579 

Gross Receipts Tax cases, court de- 
cisions in, 264 ff. 

Guiraud, P., cited, 34 n. 

Gutzeit, O., cited, 508 
Gukovski, 750 n. 

Guyot, Yv(*s, consideration of The 
lncx)me Tax of, 556-558 

//a5-, Gut-, uml Kopfsteuer, 40 
Hal)itation tax in Massachusetts, 
607 

Hamsel, P., cited, 126 n. 

Haig, R. M., cited, 595 n., 703 n. 

706 n., mentioned 637, 638 
Hall, B. E., monograph on Special 
Franchise Tax Law by, 226 n. 
Hallgarten, cited, 441 n. 

Hallo well, J. M., cited, 207 
Hamilton, Alexander, 8; the golden 
maxim of, on evils of taxation of 
business capital, 350; mentioned, 
672, 674 

Hammond. J. H., cited, 143 n. 
Harcourt, Bir William, 458, 459, 475 
Harrison, Charles, 440 n,, 442 n. 
Hartung, cited, 42 
Hartwig, cited, 43 n. 

Hawaii, report of tax commission of 
(ltp8), 619, 636 

Heating and cooling companies, 
taxation of, 194, 195 
Hecht, F., cited, 144 n. 

Heckel, cited, 102; criticism of 
work by, 107 n., 595 n. 

Hedley. cited, 55 n. 

Heidennain, M. E., studies in taxa- 
tion by, 39 n., 41, 43 n. 

Helferich, cited, 307 
Helfferich, 750 n. 

Heriot, the, 121 
Hesse, A., cited. 501 
Hewegiach, cited, 36 n. 

Hidage, 38 
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Higgs, H., cited, 595 n. 

Hill, J. A., cited, 475 
Hillhonse, J., cited, 155 
Hills, Thomas, Address on Taxation 
by, 104 n. 

Hines, 611 
Hjelp^ the, 5 

Hobson, J. A., cited, 595 n. 
Hobbes, 1, 8 

Hofifmann, cited, 44, 51, 167 n. 
Holcomb, A. E., citeci, 143 n., 251) n. 
Holden, Sir. E., cited, 748 n. 
Holland, the home of the ('xcise tax, 
9; the general property tax in, 
40, 44“45, 51-52; tax reforms in, 
466-473; recent literature in, on 
taxation, 561, 564-565 
Hollander, Professor, cited, 595 n., 
625 

Hopkins, S. M., Speech on Subject 
of Taring Bank Stock by, 153 n. 
House of Commons, on the bettc^r- 
ment tax, 445-446; hist/ory of 
bettennent bills in, 446 n. 
Ho\is(\s, proposal of a single tax on, 
66 

House tax in Prussia, 474, 479 
Housing problem in Germany, 507- 
508 

Housing and Town Planning Act 
of 1909, 440 

Howe, F. C., article by, 143 n. 
Howe, S. F., cited, 21 n. 

Huebner, S. S., article; by, 167 n. 
Iliillmann, cited, 44 
Hunter, Ronuin Law by, cited, 290 
Hunter, M. H., cited, 143 n., 595 n. 
Hurrell, Aflred, ciUxi, 166 
Huschke, cited, 36 
Huxley, essay on ^‘Natural Rights” 
by, ‘70 n. * 

Idaho, taxation of banks in, 157 
Illinois, method of taxing francliises 
in, 229; decision on special assess- 
ments in, 418 n.; reports of tax 
commissions of, 601, 629 
Impost, significance of word, 5 
Irnpdt unique^ the, 79 
Improvements on land, exemption 
of, in New Zealand, 462, 464- 
466 

Incidence, of the corporation tax, 
308-311; Bastable a discussion of, 
of taxation, 578 

Income, as a basis of taxation, 15; 
proposed single tax on, 66; double 


taxation of, and of interest on 
debt, in case of corporations, 272; 
taxation of, and of property, 273- 
276 

Inc6mo tax, 15-16, 18; elasticity of 
the, 76; differentiation in, 101; 
deduction for indebtedness umh^r 
an, 103; determining princif)le 
in case of non-resident citizens, 
118-119; inheritance tax as sup- 
plementary to, 134; small propor- 
tion actually borne by, to total 
revenue 321-322; a result of ek'- 
menta involv(;d in the faculty 
tlmory, 341; modifications of, by 
princi})les of gi*aduation and of 
differential ion, 341; will become 
in the future a national rather 
than a state tax, 345; as a nu‘ana 
of reaching gre;at w(‘alth, 375; 
suitability of, for fcnleral aelminis- 
tration rather than slate, 379, 
380, 382, 383; a fcxleral, con- 
sidered with reference to principle 
of adeeiuacy in taxation, 383-385; 
fed(ra) administration and utiliz- 
ation of, proposeni, 388-389; de- 
gressiv(' t)rincij)le in, in lOngland, 
457; in New Zealanel, 459-461; 
in Holland, 467 ff.; in Prussia, 
475 ff.; in France, 482, 555- 
557; stoppage-at-source syst,(;rn in 
Great- Britain, 485-486; featurt^s 
of tax of 1909, in England, 486- 
488; in Germany, 497, 515; in 
Australia, 531-535; le^ssons to be 
leanicd by United States con- 
cerning, 542; source of idea of 
differe'iitiation of the, 555; in 
Switzerland, 569, 570; in Massa- 
chusetts, 659; rfM'ommcnded for 
New York, 651-1)59; during the 
war, 693-700 

Increment-value taxes on land, in 
Great Britain, 491-492; in Ger- 
many, 505 ff., 510-515 

Indiana, method of taxing fran- 
chises in, 229; new taxation law 
of, 629; report of tax commis- 
sion of, 635 

Indirect taxation, rise of, 3-4; direct 
taxation versus, 6-10; cases of 
opposition to, 7; origins of, in 
Holland, 9; points to be con- 
sidered in our attitude toward, 
9 n.; imported into American 
middle colonies, 16-17; problem 
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of refonn of, 325; proportion of 
direct taxation and, in England, 
483 ff. ; reliance upon, under Ger- 
man system, 499-504 ; dependc'm^e 
of Australasia upon, 516 ff., 535- 
537, 539; history of, in the United 
States, 671-676 

Individual, test of obligation of, to 
contribute to support of govern- 
ment, 335 ff. 

Industrial democracy, (fhanges in 
fiscal methods effected by, 451 ff. 

Inequality of assessment a defect 
of general proper!}^ tax, 20-22 

Inflation as due to loans or taxes, 
739-741 

Inheritance, desirability of, as an 
institution, 131 

Inheritance tax, international com- 
plications over, 121; problem of 
double taxation in connection 
with, 121-122; essentially a pro- 
du(;t of modern democracy, 126; 
reasons for favor shown to, by 
democracy, 127; earli(‘st argu- 
ments for, involving abolition of 
intestate succ(*ssion, 127 ff.; th(‘ 
theory of state eo-larrship, 129- 
130; the socialist ic or diffusion-ot- 
wealth th(^ory, 130-132; so-(‘.alled 
cost-of-service th(K)ry, 132; viewed 
as a charge on the mere priv- 
ilege of succession, 132r-133; in 
the final, correct view, to be 
regard('d as a direct tax on the 
recipient of the inheritance, 
133 ff.; accidental-income theory 
applied to, 134-135; back-tax 
thtiory and, 135; vi(*w of, as a 
capitaliztid income tax paid in 
one lump, 135-136; accidtnital- 
income argument the logical de- 
fence for, 136; collateral inheri- 
tance tax, 137-138; application 
of theory of progression to, 137, 
138-140; introduction of direct 
inheritance tax, 138; spread of 
prop-cssive imiiciple, 138-147 ; 
desirability of national supervi- 
sion of, 345; a stale and not a 
local tax, 354; possibilities as a 
source of state revenue, 358; vari- 
ation of rate of, to secure elas- 
ticity in state revenues, 364; a 
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weiilth, 375; suitability of, for 
federal administration rather than 


state, 380, 382; conclusions con- 
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ence to adequacy in taxation, 
385-386; federal administration 
and state apportionment of, pro- 
posed, 386-389; extension of, in 
England in 1894, 453-459; in 
Prussia, 475; progressive prin- 
ciple applied to, in England, 487 ; 
in Germany, 499, 500, 504, 515; 
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in Massachusetts, 606; in New 
York, 616 

Insurance (;ompanies, early taxation 
of, 145 ff., 161; kinds of com- 
panies taxed in different states, 
162-163; discrimination in case 
of life-insurance companies, 163; 
taxation of life-insurance com- 
panies, 166-170 

Insurance i)roj{?cts in England, 482- 
483 

Internal revenue, receipts 1915- 
1921, 7(X)-714 
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governing taxation under, 114, 
116-117, 118-121 

Int<n*national Tax Association, 20 n. 
123 n. 

Interstate^ commerce and franchise 
taxation, 236 

Interstate conflicts of jurisdiction, 
possibility of removal by na- 
tional supervision of state taxes, 
345 

Interstate taxation, of corporate 
property, 280-282; of corporate 
securities, 282-285; of non-resi- 
dent bondholders or stockholders, 
285-292; of corpe^rate receipts or 
income, 292-294 

Intestate inheritance, proposed alx)- 
lition of, 127-130 

Inventory, institution of the, in 
Switzerland, 570-571 

Iowa, exemption of improvements 
from taxation in, 95 n.; taxation 
of banks in, 157; reports on 
taxation, 004, 631 

Italy, general property tax in 
mediaeval republics of, 44; de- 
velopment of property tax in, 
in later times^ 52-53; taxation of 
corporations in, 262; taxation of 
corporations and of security hold- 
ers in, 305-306; recent literature 
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Jararnillo, E., cited, 595 n. 
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Finance of, 566 
Jastrow, J., cited, 475, 476 
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748 n. 

Johnson, A. S., cited, 97 n. 

Jones, II., cit(xl, 595 n. 
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J ugatio, Roman provincial land tax, 
37 

Justi, distinction between fees and 
taxes by, 407 
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Tax Laws and Judicial Decisions 
of Illinois by, 611, 143 n, 

Kansas, report of tax commission 
of, 612 

Keller, cit(xl, 505 n. 

Kennedy, W., cited, 55 n., 595 n. 
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153; taxation of franchises in, 
211, 229; local corporate franchise 
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reports on taxation, 620, 632, 635 
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Kinlcy, Professor, 629 
Klotz, 749 n. 
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Koenig, Gustave, discussion of A 
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Kuhn, 749 n, 

Kumpmann, K., cited, 505 n. 
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Labor theory involved in single-tax 
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Land and Income Assessment Act 
in New Zealand, 459 
Landbede, the, 5, 44 
Landschoss, the, 44 
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Land tax, 11; expansion of, into a 
gen(^ral property tax, 32-33; in 
ancient Athens, 34; in ancient 
Rome, 35, 36, 37; in media3val 
England, 38; under early feudal 
system, 38; in imdiajval German 
towns, 39; English gemiral prop- 
erty tax of 17th century becomes 
a mere, 47-49; history of course 
of the, 49; under modern single- 
tax schemes, 67-68; in New Zea- 
land, 461 IT.; recent enactments 
concerning, in Grcxit Britain, 
V8H ff.; new British (1909), 488 ff. 
undev(‘loi)ed-land duty, 490-491; 
the incixmient-value duty, 491- 
492; reversion duty on land, 492- 
493; in Australia, 516-522 
Land values, modern scheme of a 
single tax on, 67-68 
Lane, J. A., cited, 101 
Laud, cited, 41 
Lassalle, quoted, 8 
Law Boiiiir, 746 b., 749 n. 

Layton, A. T., (rited, 45e 
Leeman, on s]>ecial assessments in 
Belgium, 413 n, 

Leffingw(‘l], 740 n., 746 n. 

Legacy duty in England, 453, 455 
Legality of taxation of corporations 
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Lehr, E., cited, 98 n., 114 
Leidig, cited, 413 n. 

Ijelaml, 8. E., cited, 144 n. 
Lenschmann, citi^d, 501 
Le Rossignol, J. E., investigations 
by, 530 n. 

Lcroy-Beaulieu, quoted, 32 n.; men- 
tioned, 413, 544, 555; cited, 595 n. 
Levasseur, (uted, 37 
Lewald, cited, 263, 307 
Lex Huene of 1885, in Prussia, 477 
License or privilege system of taxa- 
tion, 17; taxation of railroads by, 
179-180; of telegniph companies, 
186; of express companies, 190; 
of parlor and sleeping-car com- 
panies, 191; of gas and electric 
companies, 194; of other public- 
service corporations, 194-195 
License taxes, distinction between 
license fees and, 411 
Lieppert, F., cited, 98 n, 
Liessmann, E. M., Compilation of 
Tax Laws and Judicial Decisions 
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of, 163, 166-170 
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England, 441-442 
Lindahl, E., citwl, 595 n. 

Liquor licenses, abolition of, by 
adoption of the single tax, 7S; 
high, are taxes and not f(K‘s, 412 
Liquor-license tax, administration 
of, by state officials, 353-354; 
amount of revenue from, in New 
York, 358; success of transfer to 
state, 378 

Literature on taxation, 543-595 
Lloyd-George, II., budget of 1909 
of, 482-496; cited, 749 n. 

Ijoan companies, taxation of, 159 
Loans, tax on, in Pennsylvania, 
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Loans versus taxes in war finance, 
715-747 

Loans, disadvanatages of, 736 n. 
Local option in taxation, 359-360, 
366-367 

Local property tax, history of, in 
Europ(‘, 5.'I-56 

Local revenues, separation of static 
revenues and, 347 fT. See under 
Separation, 

Local revenue system, reform of, in 
Prussia, 4.73, 477-480; in Switz€ir- 
land, 571-572 

Local taxation, of corporations, 311 
314; assuming more and more th(i 
form of a tax on real (‘state, 343- 
344; recognition of weakness of, 
shown by reports of tax commis- 
sions in UnittHl States, 596 ff . 
Location of property, taxation ac- 
(KJrding to, 112-113 
Loening, cited, 413 n. 

London County Council Improve- 
ments Act of 1897, 448 
Loirain, Jacques, the Financial 
Reform by, 558^559 
Lotz, W., cited, 595 n. 

Louisiana, inheritance tax in, 133; 
taxation of banks in, 153; reports 
on taxation, 617, 637, 638 
Lump-sum income? tax, 485 
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21 n. 
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McCulloch, 551, 553, 573 
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Minnesota tax commission, 595 n. 
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tion of savings banks in, 160; 
taxation of insurance companies 
in, 164-165; railroad taxation in, 
173, 177, 181 ; annual franchise tfix 
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of tax commissions of, 601, 618 
Magarinos, R. M., cited, 595 n. 
Majarano, 8., cit(‘(l, 595 n. 

Malle, Dureau do la, cit(‘d, 36 n. 
Mallet, Bernard, report by, 505 n. 
Manes, cited, 41 n. 

Mangold!, K. von, cited, 508 
Manitoba, report on taxation, 637 
Manufacturing corporations, taxa- 
tion of, in Pennsylvania, 19i)“200; 
in New^ York, 200; in Massa- 
chusetts, 204-205 
Marin, L., (!it(‘d, 748 n. 
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Marsilj-Libtdli, cited, 715 n. 
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156; taxation of insurance com- 
paui(3s in, 161; railroad taxation 
in, 173, 177, 178, 181; general 
corporation tax in, 210-211; 
taxation of prope^rty and of stock 
of corporations in, 278; re^ports of 
tax commission, 601, 606, 632 
Massachusetts, income anel prop- 
erty taxation in, 101; mortgage- 
taxfition plan in, 104-105; inherit- 
ance tax in, 122; taxatiem of non- 
residents, 123; e^arly corporation 
taxation in, 147; acts for taking 
banks in, 151, 153, 157; taxation 
of savings banks in, 159; taxation 
of insurance companies in, 161- 
162, 165; railroad taxation in, 
178, 181; gen(?ral corporation tax 
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charters (incorporation fee) in. 
216; taxation of pre^perty and oi 
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Massachusetts constitutional 
amendment, 620 
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Mazzola, Ugo, discussion of work on 
taxation by, 562-563 
McKenna, 749 n. 

Meier, cited, 263 
Meili, G. S., cited, 144 n. 

Mcnier, single lax on capital advo- 
cated by, 67 n. 
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York), remorts of, 623 
Merriam, C. E., report by, on 
municipal taxation, 621 
Merrill, John T., cited, 143 n. 
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taxation of, 195 

Methodology in book by Dr. Ump- 
fenbach, 544-545 
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Meyer, Ed., cited, 34 n. 

Michelson, cited, 595 n. 

Micliigan, mortgage taxation in, 
105; railroad taxation in, 174- 
175, 180; method of taxing fran- 
cliiaes in, 230-232; report on taxxi- 
tion, 630 

Middle Ages, an inheritance tax in 
the, 126 

Mileage, taxation of telegraph com- 
panies according to, 185-186; 
taxation of telephone companies 
by, 187-188; of express com- 
panies, 189-190; of parlor and 
sleeping-(;ar companies, 191; of 
street railways, 192 
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Mill, J. S., an adherent of principle 
of differentiation of taxation, 100; 
plan of, concerning inheritance, 
130-131; and sacrifice theory of 
taxation, 338-339, 496; avoid- 
ance of practical problems of 
t-axation by, 573 
Miller, E. T., cited, 144 n. 

Miller, J. D., cited, 97 n. 
Mineral-rights duty in Great Brit- 
ain, 493 

Mineral way leaves, 493 n. 
Minimum sacrifice, principle of, 339 
Minnesota!, railroad taxation in, 
175-176, 177, 178; report of tax 
commission of, 612 
Miquel, Dr., Prussian finance min- 
ister and fiscal reformer, 476-480 
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report on taxation, 636 
Missouri, mortgage taxation in, 
105 n.; reports of tax commissions 
of 613, 615 

Moll, Bruno, work ])y, 39 n.; eittd, 
40, 41, 43 n., 55 n. 
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single tax as to, 81-82 
Moore, J. R., cited, 143 n. 
Montana, rei)ort of tax commission 
of, 637 

Morrill, Willard, cited, 167 
Mortgage bonds, taxation of, lOli 
Mortgage-i cHjording tax, 106; pre- 
cision gained in assessment by 
the, 395 

Mortgages, taxation of, 25, 31, 103- 
107, 608, trend toward indirect 
taxation shown by, 334; propf)sed 
for New York, 608 
Municipal reports on taxation, 621 
Murray, R., (*ited, 595 n., 621 
Muyden, B. van, cited, 117 

National banking act of 1864, 154 
National banks, taxation of, 153- 
155 
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at Buffalo (1901), 611 
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ment in direction of, 318-319 
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Natural rights, doctrine (4, 69-70 
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England, 482 

Navigation companies, 183 195 
Nebraska, definition of p\iblic- 
service corporations in, 183; re- 
port on taxation, 633 
Necker, cited, 51 

Net earnings, as a basis of taxation 
of corporations, 245 ff.; difficulty 
of defining term, 246-249; the 
best system for taxing cori3orate 
property. 259 ff. 

Netherlands, general property tax 
in, 40, 44-45, 65-52 
Net product, taxation of, 15 
Neumann, F. J., cited, 51, 145 n.; 
distinction between fees and spe- 
cial assessments by, 421 n.; dis- 
cussion of writings on taxation of, 
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New Amsterdam, projected tax on 
unimproved lands in, 95 n. 

Newcomer, M., cited, 357 n., 376 n. 

New England colonies, taxation in, 
16 

New England states, taxation of 
savings banks in, 159-160 

New Hampshire?, taxation of savings 
banks and dejwsits in, 159, 233; 
reports of tax commissions of, 
598, 604, 618, 635 

New Jersey, taxation of banks in, 
151, 150-157; railroad taxation 
in, 173-174, 182, 632-633; general 
corporation tax in, 208-209; 
method of taxing franchises in, 
228; tendency to centralization 
of tax administration in, 368 n.; 
reports of special tax commis- 
sions of, 598, 599, 607, 613, 631, 
638; 

New Mexico, report of tax com- 
mission, 6;^ 

New South Wales, land taxation 
in, 517, 520; exemption of im- 
provements in, 526, 527; income 
tax in, 532 

New York City, yield from special 
assessments in (1891), 414; in- 
vestigation and reports on tax 
problems of, 622, 624 

New York State, figures of real 
estate and personal property tax 
in, 24, 25; taxation of non-resi- 
dents by, 123; inheritance tax in, 
137 n., 138, 139; first state to 
enact corporation tax law (1823), 
146; history of early coi 7 K)ration 
taxation in, 146-147; taxation of 
banks in, 153, 157, 159; complex- 
ity of rate of insurance taxation 
in, 163-164; taxation of railroads 
in, 171-172, 178, 181; d€?finition 
of public-service corporations in, 
183; general corporation tax in, 
200-202; franchise tax in, 225- 
226; assessment of capital stock 
at its market value in, 239-240; 
taxation of property and of stock 
of corporations in, 278; local taxa- 
tion of corporations in, 312, 313: 
evolution in assessment of real 
estate in. 326-327; separation of 
state ana local revenues in, 369- 
371; evils connected with arbi- 
trary assessment of corporations 
in, 395-396; mortgage-tax prop- 


osition for, 603-609; reports of 
commissions of, on taxation,596, 
597, 598, 599, 605, 609, 615; tax 
reform in, 650-659 
New Yoi'ky Report of Special Tax 
Comniisdon ofy 137 n., 624, 627 
New York Tax Reform Associa- 
tion, 105 n., 624 

New Zealand, provisions connected 
with progi'essive taxation in, 448; 
income tax in, 459-461; 532, 
534 n.; land tax in, 461 ff.; un- 
founded claims of single taxers 
concerning, 4()4— 466; later land 
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tion of improvements in, 524-526 
Nichols law in Ohio, 617 
Nitti, F. S., cited, 595 n., 749 
Noble, F. H., cited, 144 
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121, 123, 124 
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railroad taxation in, 176, 179, 181 
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Noyes, G. H., cited, 169 n., 749 
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mission, 017 
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Octroiy the, 40 
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panies in, 161, 164; taxation of 
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in, 174, 179; principle of “excess 
condemnation” in, 447; reports 
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tion, 605, 617, 637 
Oil pipe lines, taxation of, 195 
Old-age pensions, 482, 537 
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of protective duty with incidental 
revenue, 403 

O’Meara, J. J., cited, 55 n. 
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land, 524-525 
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Par-value, shares without, 213 
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tax l)y, 34 n. 
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Paulding, cited, 436 n. 

Peck, G. R., cited, 258 
Peisker, E., cited, 511 n. 
Pennsylvania, early corporation tax- 
ation in, 148; acts for taxing 
banks in, 151-152, 158; taxation 
of savings banks in, 159; taxation 
of insurance companies in, 161, 
163; taxation of railroads in, 171, 
178, 181, 182; general corporation 
tax developed by, 195 IT.; tax on 
corporate charters in, 215-216; 
assessment of capital stock at its 
market value m, 240; taxation of 
property and of stock of corpora- 
tions in, 277-278; exemption of 
corporations from local taxation 
in, 312; separation of state and 
local reveniu^ in, 369; tax-con- 
ference report of 1892, 602-604; 
report on taxation of 1890 and 
1911, 601, 629 
Pepy’s Diary, cited, 435 
Percentage taxes, 45, 47 
.Perry, A. L., cited, 98 n. 

Personal property, first entrance of, 
into jissessment lists, 13; the 
struggle to evade taxes on, 13-14; 
escape of, from taxation, 22-26, 
32-33; dishonesty re^sulting from 
tax on, 26- ‘28; as a part of general 
property tax ^loula be abolished, 
75; farcical character of, in Uni tea 
States, 327; effect of a federal 
income tax on, 385; evils con- 
nected witR arbitrary assessment 
of, 394-395; remnants of tax on, in 
the state of New York, 65 
Personal services, payment of com- 
pulsory contributions in, 3 
Petsche, M., cited, 505 n. 


Petty, Sir William, 8; quoted, 46- 
47, 400 

Phelan, R. V., cited, 144 n. 
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Phillippsberg, cited, 307 
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Physiocrats, the, 79-80, 573 
Piernas-Hurtado, Jo8(5 M., the 
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of, 566-567 
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and finamjk^r, 466-473, 564; dis- 
cussion of writings of, on taxation, 
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Pigou, 730 n.; cited, 715 n., 736 n., 
741 n. 

Pillsbury, A. E., cited, 207 
Pipe lines, taxation of, 194 
Pittsburgh, local taxation of real 
estate in, 182; reports of tax com- 
rnisvsion of. 626 
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tion taxation by, 143 n. ; men- 
tioned, 371; on special assess- 
ments and fees, 421 n.; on terms 
rates” and ‘‘prices” for pay- 
ments for governmental services, 
425 n.; I ri trod action to I^uhlic 
Fimmce by, 595 n.; secretary of 
California tax commissions, 614, 
632, 636 

Pohlman-Hohenaspe, A., cited, 510 
Police power of the state vs. t he tax- 
ing power, 402-406, 411-412 
Political allegianci‘, as a basis of 
taxation, 111-112, 11*; the prin- 
ciple followed in international 
relations, 1 18-1 19 ; departure 

from principle in case of resident 
aliens, 119-122 

Political defects of the single tax, 
77-79 

Political Science Quarterly, articles 
in, on taxation of corporations, 
144 n. 

Poll tax, the first stage of equality 
in taxation, 10, 18; in colonial 
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36, 37; in medueval England, 38; 
in mediajval German towns, 40 
Poor rates, British, 53, 55, 438-^39 
Portuguese literature in taxation, 
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Powell, H. M., cited, 143 n., 202 
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Pow(;r companies, taxation of, 193- 
194 

Powers of government to secure 
revenue, 401 ff. 

Precarixmi, the term, 5 
Precision in assessments, 390 ff. 
Premiums tax on foreign insurance 
companies, 161 ff. 

Prices, term for payments for 
certain governmental services, 
421 ff.; quasi- private and public, 
defined, 432 

Private property, rise of taxation 
with development of, J3-4 
Privilege tax, on railroads, 176, 177; 
on telephone companies, 187; ap- 
plied to parlor and sleeping-car 
companies, 101; gas and electric 
companies subject to, 194; fran- 
chise taxes inclialed in, in the 
South, 222; distinction between 
license fees and, 411 
Probate duties, 126, 453 
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as a, 132 
Probyn, cited, 54 
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Production and exchange, dangers 
of system of taxation resting on 
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inheritance tax, 138-140; prin- 
ciple of, in English estate ciuty, 
455-456; in New Zealand, 462- 
464; in Holland, 470-473; in 
Prussia, 475 ff.; in England, 476- 
488; in Australasia, 516-522; in 
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62 
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General property tax 
Prostitutes, Roman tax on, 36 
Protection and taxation, 437-438, 
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tion of, were the single tax 
adopted, 77-78 
Protective tariff, the, 383 
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in, 101; tax reforms in, 473-480; 
reform of local revenue system in, 
477-478; lump-sum system of in- 
come taxation in, 485; later tax 
reforms in, 497 ff. See Germany 


Public price, definition, 432 
Public purpose, doctrine of, in 
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tion of, 148-149, 182-195, 225- 
226; definition of, in different 
states, 183, 184 
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587; definition, 432 
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Tax'’ by, 449 n. 
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progress in movement toward sep- 
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board, 148-151; state boards for 
assessing, 149; ad valorem system 
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in assessing, 150, 151; history of 
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tion of, in Ontario, 613 
See Corporations 
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Raynaud, A., 558 
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assessment of, 326-327; local 
taxation assuming more and more 
the form of a tax on, 343; tax on, 
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local jurisdictions, 379; evils of 
arbitrary assessment of, 393-394. 
See Land tax 
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sion in assessment secured by, 
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Recoupment, 44()--447 
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Regalia,, tlie, 399, 407 
Regressive nature of general prop- 
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Regressive taxes, 28, 132 
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